Social Security Advisory Board

August 2009

The Social Security

Statement
2[o)'"Alf Can Be Improved



Social Security Advisory Board
Sylvester J. Schieber, Chairman

Dana K. Bilyeu
Dorcas R. Hardy
Marsha Rose Katz
Barbara B. Kennelly
Mark J. Warshawsky

Social Security Advisory Board

An independent, bipartisan Board created by the Congress and appointed by the President and
the Congress to advise the President, the Congress, and the Commissioner of Social Security on
matters related to the Social Security and Supplemental Security Income programs.



The Social Security Statement:
How It Can Be Improved

Social Security Advisory Board
August 2009







Message From The Board

When the Social Security Independence and Pro-
gram Improvements Act was signed in 1994, one
of the mandates to this Board was to increase the
public’s understanding of the Social Security sys-
tem. In 1997, the Board released a report entitled
Increasing Public Understanding of Social Security
that addressed the fact that, despite high public
support for the programs administered by the So-
cial Security Administration (SSA), numerous stud-
ies and surveys showed that public understanding
of many aspects of Social Security was weak. The
Board recommended that SSA use new approaches,
such as the agency’s new Personal Earnings and Ben-
efit Estimate Statement (now called the Social Secu-
rity Statement) to improve the public’s understand-
ing. The Board also concluded that this statement
mailed each year to all workers age 25 and older
would likely become the agency’s most direct and
important means of communicating with the pub-
lic and, therefore, it is critical that the information
provided on it always be accurate and consistent.
The Board believed then, and still does, that the
Statement should be one of the highest priorities
of the agency and that it should receive thoughtful,
high level attention with respect to its content and
its design. At that time we recommended that SSA

conduct testing of the Statement so that improve-
ments could be made where needed, and that the
agency should thoroughly examine the accuracy of
the information provided on it.

Indeed, over the past decade, SSA has made a
number of enhancements to the Social Security
Statement to make it more understandable and
easier to read. Much of the increase in public un-
derstanding of Social Security since that time can
be attributed to the Statement and the information
it provides. Yet survey data show that public under-
standing of the Social Security programs is still not
as high as desired and there is still room for mak-
ing improvements to the Statement. Over the past
year, the Board has worked closely with SSA to ex-
amine areas where further improvements are war-
ranted. Here we present our analysis of the issues
along with our findings and recommendations.

Our purpose in developing this report is to en-
courage SSA to continue its efforts to improve the
accuracy of its benefit projections for all workers,
to examine continuously all aspects of the Social Se-
curity Statement for both accuracy and understand-
ability, and to make needed improvements based
on the results of careful analysis.

Sylvester J. Schieber, Chairman

Dana K. Bilyeu
Dorcas R. Hardy
Marsha Rose Katz
Barbara B. Kennelly
Mark J. Warshawsky
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Executive Summary

Over the last two years, the Social Security Advisory Board has spent a considerable amount of time ana-

lyzing the Social Security Statement and exploring ways to improve it. The Advisory Board has made a num-

ber of specific observations about the current Statement:

The Statement Attempts to Be All Things to
AllPeople. Research suggests that public pension
statements—Ilike the Social Security Statement—
should be as compact and simple as possible. SSA
includes so much information on the Statement
that the portions that people most care about—
their earnings history, their projected benefit
estimate, and their normal retirement age—are
not presented “front and center.”

The Statement Provides Information in a
One-Size-Fits-AllManner. Some countries have
found it desirable to customize public pension
statements to provide personalized information
of special interest to large groups with common
life circumstances, such as those approaching re-
tirement or new to the workforce. Versions of
SSA’s Statement are not now sent for any discrete
groups with personalized information.

Some Design Features of the Statement
Make It Harder to Read. The Statement is
printed in black text with simple green adorn-
ments and it appears cluttered and crowded. It
lacks color, white space, and graphics, making it
difficult to read. Information is presented as a
laundry list of facts and data, rather than cogent
summaries of things that people need to know to
make informed decisions. The Statement’s design
also does not change over time and this could

stand. The language used in some sections of the
Statement, for instance, the section describing
the Windfall Elimination Provision (WEP) and
Government Pension Offset (GPO), remains far
too dense, too bureaucratic, and too confusing
and, as a result, may not be readily understood by
the intended audience. In addition, many people
have a hard time discerning whether or not these
provisions apply to them.

The Statement Uses Some Language That
Could Influence Individual Decisions in Unin-
tended Ways. For example, in the section of the
Social Security Statement that presents projected
benefit estimates, SSA frames its message—"if
you stop working and start receiving benefits ...."
Some people could infer from this phrasing that
the decision to stop working and the decision to
start receiving benefits are inextricably inter-
twined and could result in some individuals ex-
iting the workforce or claiming benefits earlier
than they would otherwise, and perhaps not at
the most advantageous time given their unique
individual circumstances. It is similarly impor-
tant how SSA describes the impact that working,
while receiving retirement benefits, has on ben-
efits levels.

In fiscal year 2008, SSA sent out about 149 mil-

lion Statements to American workers. But not ev-
eryone who should be getting a Statement is receiv-
ing one. Individuals who receive Medicare benefits
but have elected not to take Social Security retire-
ment benefits do not get an automatic Social Se-
curity Statement from SSA. There have also been

lead to people becoming bored with it and could
explain an apparent growing tendency for them
to ignore even the most important information
it provides.

The Statement Often Uses Dense, Bureau-
cratic Language Making it Difficult to Under-
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a number of problems related to mail handling
resulting in many people not receiving their State-
ments. Delivery problems also occur because of the
way foreign addresses are coded. Some of these
undeliverable Statements are eventually returned
to SSA, but most are simply lost. An unknown
number of Statements are never received by the in-
tended individual and are never returned to SSA. It
is conceivable that each year upwards of 28 million
to 29 million people who should receive an annual
Statement do not get one.

The Advisory Board believes that it is imperative
that the Social Security Statement provide the most
accurate information possible and that information
be communicated in a clear and objective manner.
In examining how well the Statement is living up to
itspotential as an effective communications vehicle,
the Advisory Board, with considerable assistance
from SSA’s Office of the Retirement Policy and the
Office of the Chief Actuary, decided to look closely
at one very important part of the Statement that
lends itself easily to formal empirical analysis—the
projection of the future retirement benefit.

The results of this analysis showed that, on av-
erage, the benefit estimates provided on the Social
Security Statement are generally good overall, and
get better as the worker approaches retirement age.
However, projections for younger workers are more
likely to underestimate the actual benefit at age 62.
The accuracy of projections tends to be consider-
ably lower for women than it is for men, and for
lower wage workers than it is for higher wage work-
ers. For the most part, the assumption of constant
real earnings used in the Statement yields fairly ac-
curate results for men and for older workers. It is
clearly less realistic for younger workers who may
reasonably expect to see their real earnings grow
in the future. The assumption that a worker will
experience no further earnings if he or she has zero
earnings during both of the past two years may also
be too extreme. Assuming those workers will not
work again after only a brief period out of the labor
force, especially for workers under age 50, seems
unrealistic. In fact, projections of their benefits are
the least accurate of any group discussed in this re-
port, and the level of benefits for which they actu-
ally become eligible are the most underestimated.

The Advisory Board offers a number of conclu-
sions and recommendations for improving the So-
cial Security Statement.

Regarding the Accuracy of the Benefit Projec
tions:

The projected benefits provided on the State-
ment are reasonably accurate on average, al-
though they are far more accurate for older work-
ers than for younger ones. However, projected
benefits could and should be improved by basing
them on assumptions that are as accurate as pos-
sible about future lifetime earnings. SSA should
consider experimenting with and evaluating al-
ternative assumptions and projection methods,
including those used by the Office of the Chief
Actuary in projecting future benefits for the
Trustees Report.

The Advisory Board is encouraged by SSA’s ex-
ploration of alternative ways to provide accurate
and tailored benefit projections to workers and
their families. The agency has recently begun to
provide targeted information to younger workers
and to those nearing retirement age by including
special generic inserts for the Statement that are
for these age groups. In addition, the agency is
considering new ways of displaying benefit pro-
jections that focus first on the benefit amount
that may be received at the full retirement age.
We encourage SSA to personalize information in
Statements for older workers to better illustrate
the impact of different claiming and retirement
ages. By contrast, showing different retirement
benefit projections at various retirement and
claiming ages to young workers may not be nec-
essary.

The Board would like to encourage SSA to con-
sider providing certain additional information
to younger workers about their retirement ben-
efit. Specifically, it would give them a calculation
of the monthly retirement benefit they have al-
ready earned based on their actual wages to date
and assuming they have no future wages. This
amount would be conceptually similar to the dis-
ability benefit amount currently provided on the
Statement in that it would be based solely on the
worker’s current earnings record. This would in-
form the worker what she or he could count on
receiving from Social Security in the event that
the worker has no future earnings for reasons
other than disability. This amount would be re-
calculated each year to reflect the most recent
earnings information and it would demonstrate
for younger workers how their future retirement
benefit is based on their continued earnings. For
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some workers who drop out of the labor force and
have no future earnings, this calculation could be
the most accurate information about their future
benefit.

The Board believes that SSA, in determining
whether and how to implement this additional
projected benefit, should conduct a careful analy-
sis of the impact that the Social Security benefit
formula, including its progressivity and averag-
ing period, will have on the proposed benefit pro-
jections. SSA should consider whether these so-
cial insurance features of Social Security’s benefit
formula will produce benefit projections which,
when compared from year to year or the current
projections, will produce anomalies that might
be little understood by the public. Determining
whether or not to include the additional infor-
mation that we have suggested, how to display
it, and for which age groups it would be the most
valuable would require SSA to conduct empirical
and focus group research on the issue.

The Statement should direct workers to SSA’s
online benefit calculator where they can enter
their own assumptions about how much they will
earn in the future.

Regarding the Content of the Statement:

SSA should make the Statement as accurate,
clear, and concise as possible and should pro-
vide only that information that is required or
necessary for making informed decisions; elimi-
nate extraneous information; and provide more
references on the Statement to other sources of
information, such as the online retirement plan-
ner. In addition, SSA should consider separating
out the Commissioner’s message from the factual
material provided in the Statement, and transmit
this material in a cover letter or on a separate at-
tachment to the Statement. Likewise, SSA should
consider separating out from the Statement itself
the technical descriptions of how SSA’s programs
work. This information can be provided else-
where, such as in an information pamphlet. SSA
should also provide information on the State-
ment about where to find further information on
SSA’s website.

SSA should review the language it uses to de-
scribe benefit claiming options to assure that the
phrasing used is both neutral and accurate.

SSA should improve the Statement’s message
and information about the impact that working

has on retirement benefits.

SSA should provide a clearer, more succinct,
and targeted message on the GPO/WEP provi-
sions of law so that it is easier for the public to
understand.

Regarding Statement Design Features and
Presentation of Information:

SSA should seek to improve the overall read-
ability of the Statement and should examine the
impact of altering some of the Statement’s design
features, such greater use of color, graphics, or
enlarged font size, along with more white space.

SSA should consider consulting with experts
outside of the agency to assist in designing a
Social Security Statement that is state-of-the-art,
and that communicates a clear message that helps
the American public understand Social Security’s
role and importance in retirement security.

Regarding Continuous Improvement of the
Statement:

The Statement should be viewed as a dynamic
instrument and SSA should seek to make sure it is
meaningful to its audience. SSA should consider
investing more staff time and resources into pe-
riodic evaluations of the Statement to strengthen
its accuracy and understandability. The agency
should look at improving its survey process and
developing state-of-art survey and assessment
tools, and then follow-up with improvements
based on those survey results. The agency should
also explore more sophisticated cognitive testing
techniques and use them wherever there is criti-
cal information presented to the public to ascer-
tain if the people who are reading the Statement
understand the messages that SSA is relaying in
the manner that the agency intended.

SSA should reexamine its process for mailing
Statements to better ensure that workers are re-
ceiving the Statements to which they are entitled.
In doing so, SSA should take steps to assure that
Medicare-only beneficiaries receive an annual
Statement. The agency should also improve its
process for handling “undeliverable” or returned
Statements.
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Introduction: Why We Looked at This Issue

The new Personal Earnings and Benefit Estimate Statement (PEBES) [now called the Social Security
Statement] will likely become SSA’s most direct and important means of communicating with the public.
This annual communication with all workers will provide a valuable opportunity for increasing program

knowledge and understanding....

The Social Security Administration (SSA) has a
responsibility to communicate in a clear, accurate,
and accessible manner with two important groups:
the 166 million workers who pay taxes needed to
finance the Social Security system; and the 52 mil-
lion individuals who currently receive Social Secu-
rity retirement and disability benefits. The agency
has a particular obligation to inform workers and
their families about the benefit protections pro-
vided to them by Social Security, the financing of
benefits, and the operations of the program and
the trust funds.

SSA recognizes that it plays a significant role in
educating the American public about the program
and its benefits and has focused agency attention
on improving the information it provides. Over
the years, SSA has made a number of changes and
improvements to its Social Security Statement—a
document that the agency mails each year to all
workers over the age of 25 who are not yet collect-
ing benefits (a sample Statement is provided in Ap-
pendix A). The Statement provides personalized
information about the worker’s earnings history
and projected benefits. It also provides basic infor-
mation about the programs administered by SSA
and describes briefly the current state of the Social
Security trust funds. The Social Security Statement
has become a key reference source for workers and
is, perhaps, the most important tool at the agency’s
disposal for communicating with the public.

Social Security Advisory Board, 1997

In fiscal year 2008, SSA mailed out 149.3 million
personalized Social Security Statements that carried
important information about the vital role that So-
cial Security benefits play in providing income se-
curity in retirement, for surviving family members,
or in the event of disability. But how successful has
the Statement been in communicating with and ed-
ucating the public? How accurate is the projected
benefit information provided to each worker? Can
the content and delivery of the Statement be im-
proved?

One of the Advisory Board’s earliest reports, In-
creasing Public Understanding of Social Security, fo-
cused on the critical issue of how well the public
understood Social Security. Our findings in 1997
concluded that the public had an incomplete under-
standing of how the taxes they paid were used and
often knew little about the extent of the protection
that the program provides or the requirements for
eligibility. The Social Security Statement was de-
signed, in part, to close the public’s knowledge gap
by including information about:

the role of Social Security in family financial
security;

projections of future monthly benefits and how
these benefits are determined;

the agency’s record of the worker’s earnings;

Social Security programs and how and where to
get more information about them; and

The Social Security Statement: How It Can Be Improved 5



the financial status of the Social Security trust
funds.

In the late 1990s and early 2000s, SSA’s public
survey data indicated that the public was not as
knowledgeable as it could be about the more tech-
nical features of Social Security, including Social
Security coverage requirements, the maximum
taxable earnings, the average benefit amount, or
how work affected benefit levels. Knowledge var-
ied with age, education, and income, with older,
more educated and high-income individuals show-
ing the highest degree of knowledge. What was
encouraging, however, was that receipt of a Social
Security Statement contributed to increases in the
level of public knowledge on these same aspects of
the Social Security program—people who received
a Statement not only showed greater knowledge of
Social Security than non-recipients, but also exhib-
ited higher levels of confidence in the agency, and
greater confidence that the program would be there
for them when they needed it. It is not clear, how-
ever, from recent surveys that public understand-
ing of Social Security has improved much more
since those initial findings were made. Moreover,
a 2004 survey showed widespread lack of recall or
use of the Statement. These results signal, perhaps,
that the Social Security Statement needs further and
continuous improvement to reach its full potential
in helping the American public understand how
Social Security fits into their retirement security
picture.’

The information provided on the Statement, when
viewed within the full context of an individual’s
personal circumstances and other sources of retire-
ment income, should play a significant role in shap-
ing an individual’s plans for insurance coverage and
retirement. The information provided on the State-
ment should also help people better understand the
connection between the payroll tax contributions
they have made throughout their working life and
the level of benefits that they will ultimately re-
ceive from Social Security. Clearly, the Statement
is one of the chief vehicles that SSA has for com-
municating with the public, making it imperative
that this document function as a state-of-the-art
communications vehicle and that the information
that it provides is objective and presented clearly,

1 Social Security Administration, Public Understanding Measure-
ment System Survey, 2004.

accurately, and understandably.

It has been over ten years since the Board has
looked at measures of public understanding or at
whether the agency is maximizing its opportuni-
ties to educate workers about Social Security. We
were particularly interested in studying how accu-
rate the benefit projections are on the Statement—a
subject that the agency had never examined until
prompted by this Board.
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Background

The Origins of the Social Security Statement

Since the Social Security Act became law in 1935,
workers have had the right to review their earnings
records on file at SSA to ensure that the agency has
a correct accounting of their earnings, and to initi-
ate corrections where necessary. If an individual
wanted to view his or her earnings record in the
early days of the program, she or he could file a
Wage Statement Request by visiting a local field of-
fice and filling out a small, postcard-sized form (see
Appendix B). In return, SSA would mail a copy of
the worker’s earnings history to the address that
the worker listed on the postcard. If there were any
discrepancies between the worker’s earnings record
at SSA and the worker’s own personal records, the
worker could initiate a corrective action to fix any
wage postings that were in error.

In 1988, SSA publically broadcast its new capabil-
ity to provide detailed statements of earnings and
estimated benefits to Social Security number hold-
ers who requested this information from the agency
via a dedicated 800 telephone number.? As a result
of the program’s success, the late Senator Daniel
Patrick Moynihan introduced in 1989 amendments
to the Social Security Act to require SSA to issue
statements of earnings automatically—without
people having to request them—to all Social Secu-
rity number holders age 25 and older, who were not
yet in benefit status and for whom the agency could
determine a current mailing address.* The law also
requires that the Statement include: for workers
age 55 and older an estimate of future monthly

2 In 1988, as part of SSA’s ongoing public education efforts,

then Commissioner Dorcas R. Hardy initiated a public outreach
campaign to inform the public that the agency would begin issuing
personal earnings and benefit estimate statements (PEBES) to
individuals who requested them.

3 PL.101-239, the Omnibus Budget Reconciliation Act of 1989.

Social Security retirement, disability, survivor and
auxiliary benefits and a description of the benefits
under Medicare; the amount of wages paid to the
worker or income from self-employment; and an
estimate of the worker’s aggregate taxes paid to-
ward Social Security and Medicare. SSA, however,
decided that even though projected benefit esti-
mates were required only for those workers age 55
and older, it would be useful to provide such projec-
tions to all eligible workers, as had been done for
earlier requestors.

“This is an idea whose time has come. ... We
pay our taxes to Federal, State, and local
governments and we hear back from them
every year—reminding us to tote up how
much we'’ve paid in and how much we still
owe or are due back. We receive monthly
statements from our banks and credit card
companies. Yet every month, in every pay-
check, we see money withheld for Social
Security, but we hear nary a word from the
Social Security Administration.”

Senator Daniel Patrick Moynihan, 1989

SSA began phasing in the mailing of Statements
to all workers age 25 and older in February 1995 by
sending them to increasingly younger groups of So-
cial Security number holders. By October 1, 1999,
SSA had fully implemented the change.

In October 2000, SSA began mailing, along with
the Statement, to individuals age 55 and over a spe-
cial insert that describes things to consider when
thinking about retirement. This special insert is
intended to help older workers and their families
make important planning decisions before reach-
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ing retirement age, and it highlights the general
factors that workers nearing retirement should
consider, such as the long-term effects of taking a
reduced benefit or the impact continued employ-
ment would have on their benefit (see Appendix A).
The insert, however, is not personalized.

In 2006, SSA implemented changes to the State-
ment as a result of newly enacted provisions of law.*
The changes included a description of the Windfall
Elimination Provision (WEP) and the Government
Pension Offset (GPO) of the Social Security Act.
The elimination and offset provisions eliminate
a windfall that some government workers would
otherwise receive on the retired worker’s benefit
amount—or his or her spouse’s/widow’s/widower’s
benefit amount—if these individuals also receive a
pension from a federal, state or local government
based on their work and on which no Social Secu-
rity taxes were paid. These provisions of law were
designed to ensure that all workers are treated
equally under the Social Security system and that
no one benefits unfairly from work on which no So-
cial Security taxes were paid. But these provisions
are very complex, easily misunderstood, and apply
only to about 2.6 percent of Social Security benefi-
ciaries (in 2007, out of more than 49 million Social
Security beneficiaries, only about 440,000 people
had their benefits reduced by GPO and just over
880,000 people had their benefit reduced by WEP).
It is important, however, that the people who are
affected by these provisions understand the infor-
mation provided about them by SSA.

The new law also required SSA to develop a new
one-page Statement From Social Security that is
sent to individuals with only non-covered earnings
posted to their record.® (See Appendix A.) This new
statement informs workers that SSA’s records show
that they have been employed in work on which no
Social Security taxes were paid, such as some fed-
eral, state, or local government work or some non-
profit or foreign employment and that they are,
therefore, not currently entitled to a Social Security
benefit. This form also tells them that they could
become entitled to Social Security in the future if
they work in a job that is covered by Social Secu-
rity or if they become eligible as a current or former
spouse of a worker who paid Social Security taxes.
If they do become eligible for a retirement benefit

4 PL.108-203, the Social Security Protection Act of 2004.
> Non-covered earnings are earnings from work in jobs not covered
by Social Security.

in either of these ways, the statement explains how
their benefit could be reduced by GPO and WEP.

Last year the agency developed an improved in-
sert that it sends, along with the Social Security
Statement, to Social Security number holders age 55
and over. This new insert does a better job than
its predecessor at describing the important things
that people need to consider as they approach re-
tirement age and before they make critical life deci-
sions, such as when to begin receiving Social Secu-
rity retirement benefits or when and if they should
withdraw, or partially withdraw, from participation
in the workforce. This insert, however, is still not
personalized. The agency also recently unveiled a
new general insert for younger workers, ages 25 to
35, which highlights the importance of saving over
their working lives.

In addition, SSA recently launched a new online
retirement benefit estimator on its website that can
be used to supplement the information provided on
the Social Security Statement. It allows individuals
to use a variety of assumptions about their future
earnings and their age of retirement so that they
can see the impact that different earnings levels,
the timing of benefit election, or continued work
while receiving benefits would have on their ben-
efit levels. This online benefit estimator is unique
from other online estimators of its kind in that it
automatically extracts the individual’s personal
earnings history data from SSA’s earning databases
in order to produce more accurate estimates of fu-
ture benefits, freeing the individual from having to
personally locate and key in all of this data. (For a
more complete discussion of the origins of the So-
cial Security Statement, see Appendix B.)

Agency Workload and Resources

In fiscal year 2008, SSA automatically sent out
148.7 million Statements, approximately 1.2 million
in Spanish,® while another 600,000 were sent out at
the request of individuals. The gender distribution
of Social Security Statements in fiscal year 2008 was
about even, with 74 million Statements sent to men
and 75.2 million sent to women. About 13 percent

8 Social Security Statements are currently available in English and in
Spanish. Statements are automatically mailed in Spanish to those
individuals who listed Spanish as their language of preference for
notices and other communications from SSA when they applied for
a Social Security card or when they filed an application for retire-
ment, disability or Supplemental Security Income benefits from the
agency.
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Figure 1: FY 2008 Age Distribution of Social Security Statements
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of these Statements were mailed to workers below
the age of 30, 67 percent to workers between age
30 and age 54, and nearly 20 percent to workers
over the age of 55. Figure 1 shows a more detailed
age distribution of Statements mailed during fiscal
year 2008.

Producing and mailing this volume of Statements
represents a substantial workload and cost. SSA
estimates that it spent about $53 million to pro-
cess and mail Social Security Statements in fiscal
year 2008.7 More than 85 percent of this cost is for
postage, the rest is for the printing and production
by an outside contractor, SSA staff time, allocated
While

processing this workload requires substantial re-

overhead, and IRS administrative costs.?

sources, it is not currently a significant workload
for agency staff. Because the production and mail-
ing of the Statement is done primarily by private
contractors, only about 11 workyears of staff time
is charged to Statement-related activities through-
out the year.?

7 SSA Office of Budget.

8 SSA uses a Government Printing Office vendor to print and

mail Statements. Included in the cost estimate is a flat-rate fee of
$175,000 per year that the IRS charges to SSA for providing mail-
ing addresses for Statement recipients.

° One workyear is roughly the equivalent of one employee working
40 hours per week for a full year.

Not Everyone Who Should Get a Statement is
Receiving One

One area of concern for the Advisory Board is
that not everyone who is entitled to a Statement is
receiving one. First, individuals who are receiving
Medicare benefits but have elected not to take Social
Security retirement benefits while they are still work-
ing do not get an automatic Social Security Statement
from SSA. According to data provided to the Board
by the Centers for Medicare and Medicaid Services,
as of October 1, 2008, there were about 1.9 million
Medicare beneficiaries who were not receiving Social
Security retirement benefits. It appears that SSA’s
processes and systems for sending out automatic
Statements mistakenly assume that these individu-
als are receiving monthly retirement benefits by
virtue of the fact that they are entitled to Medicare
benefits and, therefore, no Statement is mailed. In
addition, these individuals are also not able to use
SSA’s new online retirement planner. Not providing
Statements to Medicare-only beneficiaries is an over-
sight that SSA should work quickly to correct.

There have also been a number of problems related
to mail handling that has resulted in many people not
receiving their Statements. In preparation for mail-
ing automatic Statements in fiscal year 2008, SSA ini-
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tially identified 170.5 million individuals who were
entitled to receive an automatic Social Security State-
ment under the law.*® Address requests for these in-
dividuals were sent by SSA to the IRS. Of these, IRS
was only able to match 150.3 million (88.2 percent)
names and Social Security numbers to its records and
provide SSA with a mailing address. In cases where
the IRS’ data does not match SSA’s records of name
and Social Security number, the IRS does not pro-
vide an address to SSA, and SSA is unable to mail a
Social Security Statement to these people. Rather, the
record is classified as an “unknown address.” In fis-
cal year 2008, there were about 20 million “unknown
address” records processed by the IRS. SSA does not
follow up on these cases and does not search its own
databases for current information that might help
the agency to locate these individuals.

In a recent study, SSA’s Office of Inspector Gener-
al also found that SSA’s current processes for send-
ing Statements does not adequately ensure that all
wage earners actually receive the Statements that
are mailed to them by SSA. The OIG uncovered a
systemic problem with foreign addresses supplied
to SSA by the IRS. The IRS system does not com-
municate the full address to SSA because of the way
foreign addresses are coded. Some of these unde-
liverable Statements are eventually returned to SSA
but most are simply lost. The largest proportion of
workers in foreign countries who are entitled to re-
ceive a Statement based on work performed in cov-
ered jobs in the U.S. reside in Mexico and Canada.
In fiscal year 2006, the most recent year for which
data was available, SSA sent nearly 653,000 State-
ments to addresses in these two countries. The OIG
estimates the cost for mailing these Statements to
be about $411,000. Because SSA does not have a
systematic process for analyzing Statement mail-
ings, the agency was unable to provide a precise,
detailed cost estimate for Statements mailed to all
foreign addresses but the OIG reports that higher
postage rates apply to other foreign nations than
for Statements sent to Canada and Mexico.*?

10 Social Security Administration, Office of Inspector General. The
Social Security Administration’s Ability to Reach Individuals Using the
Social Security Statement, A-15-07-17095. January 2008.

1 The IRS system includes two fields for address lines. When one
is used for a foreign country name, IRS stores what would normally
be the first address line in one of their two 35-character name
fields. Because the Internal Revenue Code only authorizes IRS

to provide SSA with addresses, the IRS sends reports to SSA with
most fields—including the name fields—Ileft blank.

12 Postage costs to Canada are about 63 cents per Statement enve-
lope. Costs to other nations can be as high as 84 cents per envelope.

SSA also estimates that 5 million Statements de-
livered in fiscal year 2006 were returned to SSA as
undeliverable due to incomplete addresses. Addi-
tionally, some Statements were improperly inserted
into the envelope so the address was not visible,
some envelopes had no Statement enclosed, and a
large number of returns with complete domestic
addresses were not delivered for reasons that could
not be identified. The OIG estimates that costs to
print and mail these 5 million returned Statements
were at least $1.5 million at the 2006 domestic bulk
mail rate of $0.309 per Statement. The OIG ques-
tions this estimate, however, and believes it to be
too low because of inaccurate workload reporting at
SSA and because using the domestic bulk mail rate
does not take into account that some Statements
were sent at higher foreign mail postage rates.

What is not counted in any of these numbers is
the unknown number of Statements mailed to both
foreign and domestic addresses that are never re-
ceived by the intended individual and are never
returned to SSA. SSA automatically mails a Social
Security Statement to a worker three months before
that worker’s birthday. The IRS only gets addresses
once a year—at tax time—and the further away
one gets each year from tax time, the more unreli-
able IRS addresses become. SSA never changes the
addresses it receives from the IRS, even if it has
better, more recent information about a worker.
Instead, SSA relies exclusively on the IRS for the
addresses it uses to mail the Statements and does
not search its own databases for more current in-
formation.

Given the number of Medicare-only beneficiaries,
the number of unknown addresses, the magnitude
of the problems with foreign addresses, the num-
ber of returns from domestic addresses, and the
unknown number of undelivered but not returned
Statements, it is possible that each year upwards of
28 million to 29 million people who are eligible to
receive an annual Social Security Statement, about
20 percent of the total Statement population, do
not get one.
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The Statement’s Presentation and Content

When compared with similar statements sent
out by other countries and similar private sector
organizations, the Social Security Statement is lon-
ger and uses more bureaucratic, technical language,
and does not include a lot of modern design fea-
tures—such as graphics, white space, greater use of
color, or use of unique messages that are targeted
to specific audiences—that are helpful in commu-
nicating complex information. Specifically, the for-
mat of the Statement is as follows:

Page 1 presents an introductory message from
the Commissioner of Social Security that de-
scribes the important social insurance value of
Social Security. This page informs the worker
that Social Security is not just a retirement pro-
gram like an individual retirement account or a
401(k) plan, but rather it is a program for people
of all ages and situations provides protection in
the form of benefits if the worker becomes dis-
abled, and it can help support a worker’s family if
she or he dies. This page goes on to state that So-
cial Security is intended to be only one part of a
worker’s income security in retirement. Workers
will also need to rely on personal savings, invest-
ments, pensions, or other retirement accounts
during their retirement years. There is also a sec-
tion devoted to a discussion of Social Security’s
future finances and the operation of the trust
funds.

Page 2 provides personalized projections of re-
tirement benefits, disability benefits, family and
survivor benefits, and whether or not the indi-
vidual has worked long enough to be covered by
Medicare. This page also provides a brief expla-
nation for how these benefit projections were cal-
culated and the assumptions used. It also gives
condensed explanations of the GPO and WEP
provisions of Social Security law.

Page 3 contains a personalized chart showing
every year an individual has worked over his or
her entire working life and the amount of covered
earnings in that year, for both Social Security and
Medicare, up to the maximum taxable earnings
level. This page also provides a summary of the
total Social Security and Medicare taxes paid by
the worker and by her or his employer(s) over his
or her working life.

Page 4 provides some basic facts about Social
Security programs and about the extra help with
Medicare premiums or prescription drug costs
that is available to people with limited income
and resources, and how to learn more about or
apply for this extra assistance. Also, on this last
page, there is information outlining the fact that
older individuals can elect to receive retirement
benefits without exiting the workforce but that
earnings limits may apply. Lastly, the Statement
includes guidance on where to go to find out
more information about the available choices re-
garding when to elect benefits and when to exit
the workforce.

Two recent studies by researchers in Japan were
conducted to compare design features of the public
pension statements in Germany, Sweden, Canada,
and the U.S.*® The first study tested different state-
ment formats to see which would most likely en-
courage people to participate in the Japanese na-
tional pension system. Based on what was learned
from this first study, the researchers developed a
model statement. The second study examined the
reactions of employed participants to the model
statement. Their findings suggest that public pen-

13 Usuki, Masaharu, Kunio Nakajima, and Tomoki Kitamura (Pen-
sion Forum, Financial Research Group, Japan). “Improving the
Public Pension Statement: Suggestions Based on Survey Results,”
NLI Research, September 8, 2006.
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sion statements, like the Social Security Statement,
should be as compact and as simple as possible.
Supplemental information such as facts about how
the pension system works, the definitions of tech-
nical terms, or detailed explanations of complex
program features should be provided separately,
perhaps with an information pamphlet or referral
to other sources of information.

Some other countries have found it desirable to
tailor public pension statements to the workers’
unique, individual circumstances or to groups of
workers, such as younger workers or workers near-
ing retirement. In Sweden, for instance, the public
pension statement is produced in 5,000 different
format and content variations that are tailored to
the recipient’s age, occupation, presence or absence
of a spouse or children, and primary language spo-
ken.

Information about when people are eligible to
receive benefits, what their benefits are projected
to be at various ages, what they and their employ-
ers paid into the system, and what impact contin-
ued work would have on their benefit levels are the
kinds of information that people might find useful
in order to make important decisions about retire-
ment. It is imperative to present these important
facts clearly, accurately, and as succinctly as possible
at the right time so that people can make informed
choices about those things affecting their finan-
cial security, such as determining for themselves,
within the context of their family circumstances,
whether to buy additional life or disability insur-
ance, how much to save in retirement plans, when
to begin taking Social Security retirement benefits,
if and when to decrease their participation in the
workforce, and if and when to exit the workforce
completely. To keep the Statement simple, clear,
and concise, the public should be directed to other
sources of information: the agency’s Internet web-
site, information pamphlets, or the online retire-
ment planner for general descriptions of the pro-
gram, information of a highly technical nature, and
information that applies only to some small groups
of people.

During the course of this study, the Advisory
Board developed a number of specific observations
about certain portions of the current Social Security
Statement. These observations include:

The Statement Attempts to Be All Things to
All People. Research suggests that public pen-

sion statements—like the Social Security State-
ment—should be as compact and simple as possi-
ble. SSA, however, includes so much information
on the Social Security Statement that the parts
of the Statement that people most care about—
their earnings history, their projected benefit es-
timate, and their normal retirement age—are not
presented “front and center” on the Statement.
The Current Statement Provides Informa-
tion in a One-Size-Fits-All Manner. Some
countries have found it desirable to design per-
sonalized public pension statements for many
SSA, however, does
not tailor its Statement’s personal estimates and

different circumstances.

types of information to different groups of indi-
viduals; it is strictly a one-size-fits-all document,
regardless of age, income level, or family status.
Because the agency only collects data on spousal
and other family relationships at the time that
an individual files an application for benefits, it
is currently unable to provide estimates on the
amount of spousal benefits a worker’s spouse
can expect based on the worker’s earnings. The
agency does not maintain its records in a way
that associates a worker with her or his spouse,
and hence there is no readily available data about
dependents, former marriages, or any potential
widow or widower situations. Nonetheless, age
is available to the agency and it is easy to imag-
ine that detailed personalized illustrations of the
consequences of different claiming and retire-
ment ages would be more salient to a 57-year-old
than to a 27-year-old for whom knowing when
he or she is eligible for survivor and disability
benefits may be more immediate and important.
Moreover, a general explanation of spousal ben-
efits could be given or at least referenced.

Some Design Features of the Statement
Make It Harder to Read. The current Statement
is printed in black text with simple green adorn-
ments and it appears cluttered and crowded. It
lacks color, white space, and graphics, making it
difficult to read. Information is presented as a
laundry list of facts and data, rather than cogent
summaries of things that people need to know to
make informed decisions. The Statement’s design
is also static, has not changed over time, and this
could lead to people becoming bored with the
Statement and might explain an apparent grow-
ing tendency for them to ignore even the most
important information that is provided on it.
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The Statement Often Uses Dense, Bureau-
cratic Language That is Difficult to Under-
stand. The language used in some sections of
the Statement, for instance, the section describ-
ing the WEP and GPO provisions, remains far too
dense, too bureaucratic, and too confusing and,
as a result, may not be readily understood by the
intended audience. This section, as currently pre-
sented, is complex and difficult to understand,
and many people—if they recall reading it—have
a hard time discerning whether or not these pro-
visions even apply to them.

The Statement Uses Some Language That
Could Influence Individual Decisions in Unin-
tended Ways. In some areas, the language used,
in its attempt to avoid complexity, may actually
be interpreted in ways that SSA did not intend.
For example, in the section of the Social Security
Statement that presents projected benefit esti-
mates, SSA frames its message— “if you stop work-
ing and start receiving benefits ....” Some people
could infer from this phrasing that the decision to
stop working and the decision to start receiving
benefits are inextricably intertwined. This mis-
understanding could result in some individuals
exiting the workforce or claiming benefits earlier
than they would otherwise, and perhaps not at
the most advantageous time given their unique
individual circumstances.

[t is similarly important how SSA describes the
impact that working while receiving retirement
benefits has on benefits levels. Wages earned
while receiving benefits from work performed be-
tween age 62 and the full retirement age are sub-
ject to an “earnings limit.” In 2009, for example,
the earnings limit is $14,160. For any earnings
above this amount, the monthly Social Security
benefit is offset by $1 for every $2 of earnings.
The Social Security Statement describes these
earnings thresholds as “limits,” perhaps implying
to some people that having earnings from contin-
ued work is somehow detrimental because these
earnings may temporarily reduce their monthly
benefits. What is not clear from this language is
that even though Social Security benefits may be
temporarily reduced by earnings between age 62
and full retirement age, the beneficiary may still
benefit financially from both continued earn-
ings during these years and may benefit in future
years from the upward adjustments made to the
benefit amount at the full retirement age to com-

pensate for any benefits withheld during the pe-
riod of limited earnings.

The messages that the agency delivers to the
public regarding when to claim benefits need to
be as objective as possible and should clearly lay
out the key factors that affect benefit amounts.
Information should be presented in a way that
will facilitate an informed decision about when to
apply for benefits, based on individual and fam-
ily circumstances. There are many factors that
should be considered when choosing the date on
which to start receiving Social Security benefits,
including health and life expectancy, the pres-
ence or absence of a spouse or other dependents,
pension income, other savings, investments or
assets, the person’s tax situation, the presence
of one or more dependents in the household, in
particular a person with a disability, immediate
financial need, etc. There is no single “right time”
to claim Social Security benefits that is suitable
for everyone. Moreover, the information should
stress that this is not a “one-size-fits-all” deci-
sion nor is it a mechanical decision predicated on
a “break-even” analysis.

The Advisory Board recognizes that it is not
easy to provide information to the public that is
not subject to interpretation, or information that
does not seem to favor one decision path over an-
other. Making broad statements that would best
serve the needs of everyone is impossible. It is,
however, SSA’s job to educate people in a direct
and clear fashion, including the recognition that
no single time for claiming a benefit is correct for
all people and that the decision to claim benefits
does not imply that a worker must exit the work-
force or vice versa.

The Social Security Statement: How It Can Be Improved 13
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The Social Security Statement as a Communications Vehicle

Public Reactions to the Statement

In 1998, SSA implemented a public survey that
measured the public’s understanding of the agen-
cy’s programs and basic rules. These early results
showed that just over half of the American public
was knowledgeable about Social Security programs
and had an understanding of basic program rules
and concepts. The survey also indicated that the
public was not as knowledgeable as it could be
about the more technical features of Social Secu-
rity, such as the average benefit amount or how
work affected benefit levels. A statistical analysis
of this survey data showed that knowledge varied
with demographic factors such as age, education,
and income, with older, more educated and high-
income individuals showing the highest degree of
knowledge.™

In 1999, SSA added for the first time a section to
its public survey instrument specifically to measure
the usefulness and ease of understanding of the
Social Security Statement. In doing so, the agency
confirmed its general sense that the public, in large
part, has a favorable reaction to the Statement.’> A
later agency survey conducted in 2000 showed an
increase in the public’s knowledge about those as-
pects of Social Security that are related to an indi-
vidual’s own retirement planning.’® For example,
knowledge that an individual can receive some re-
tirement benefits before full retirement age rose
from 62 percent to 65 percent, while knowledge
that there will be an increase in the age for receipt
of full retirement benefits rose from 65 percent

1 Social Security Administration, Public Understanding Measure-
ment System Survey, 1998.
% Social Security Administration, Public Understanding Measure-
ment System Survey, 1999.
6 Social Security Administration, Public Understanding Measure-
ment System Survey, 2000.

to 72 percent. SSA attributes this rise in public
knowledge, in part, to receipt of a Social Security
Statement.

In 2004, SSA’s public opinion surveys took a new
approach to evaluating the Social Security State-
ment; instead of developing an overall measure
of satisfaction, the new survey looked separately
at which parts of the Statement people recalled
reading and whether or not they have taken—or
planned to take—any specific actions as a result of
receiving the Statement.'” Despite the public’s fa-
vorable opinion of the Statement, SSA’s 2004 public
survey results raise some concerns about the ef-
fectiveness of the Statement as a communications
tool. Only about two-thirds of the people surveyed
recalled receiving a Social Security Statement some-
time within the past year. Additionally, only about
two-thirds of those people who recalled receiving
a Statement reported that they read the Statement
carefully, while the rest reported that they either
merely glanced at the Statement or did not look at
it at all. Those people who remembered receiving
a Social Security Statement remembered some parts
of the Statement more than others, as illustrated in
Table 1. In response to a question about whether
or not people have already taken or are likely to
take any specific actions as a result of receiving the
Statement, the responses broke out as illustrated in
Table 2.

As indicated earlier, SSA’s public survey data has
shown a link between increasing public confidence
and receipt of the Statement. People who receive
a Statement not only experience higher knowledge
of Social Security than non-recipients, but also
exhibit higher levels of confidence in the agency,

17 Social Security Administration, Office of Communications,
Office of External Affairs, Office of Planning, Evaluation, and
Measurement. Social Security Statement: Report of Findings,
March 2006.
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Table 1

Section of Statement

The message about the future of Social Security (Page 1)

The projected benefit amount (Page 2)

The record of yearly earnings (Page 3)

The amount of Social Security taxes paid by the worker and
the employer (Page 3)

General information about Social Security (Page 4)

Information about SSA’s website
(Pages 1, 2, and 4)

Do Not
s:;nd?nmb - Remember
g Reading
38% 60% 2%
91% 8% 1%
93% 7% 1%
78% 21% 1%
47% 52% 1%
41% 58% 1%

Source: SSA’s Public Understanding Measurement Survey, December 16, 2004.

Table 2

Action Taken in Response

Refused to

Do Not Know Answer

Keep the Statement with your
important papers.

Increase your personal savings.

Change your financial plans for the future.

Contact a financial advisor.

Contact the Social Security Administration.

Reconsider your retirement date.

82%

53%

52%

25%

13%

33%

17% 1% 0%
46% 1% 0%
47% 0% 0%
75% 0% 0%
86% 1% 0%
64% 3% 1%

Source: SSA’s Public Understanding Measurement Survey, December 16, 2004.

and greater confidence that the program still will
be there for them when they need it. As measured
by more recent survey data, however, it is not clear
that public understanding of Social Security has
improved much since 2000.

An independent survey conducted in 2008 indi-
cates that, while more than three-quarters (77 per-
cent) of the 61-year-olds surveyed reported know-
ing when they would personally start taking Social
Security benefits, many still show a limited knowl-

edge of the basic Social Security facts needed to
make informed decisions.’® For example, 56 per-
cent of respondents did not know when they will

18 “Fidelity Investments Reports Nearly Half Of 61 Year-Olds Plan
To Start Taking Social Security As Soon As Eligible: Financial Needs
and Health Concerns Cited As Top Factors in Decision to Begin
Receiving Benefits at Age 61.” October 27, 2008. This survey was
conducted in August 2008 by JLA Strategic Research, an indepen-
dent research firm, on behalf of Fidelity Investments. http://per-
sonal.fidelity.com/myfidelity/InsideFidelity/index_NewsCenter.
shtml?refhp=cp.

16 The Social Security Statement: How It Can Be Improved



be eligible for full Social Security retirement ben-
efits, 72 percent did not know that a non-working
or less-earning spouse could be eligible for benefits
based on the higher-earning spouse’s work history
alone, only 69 percent understood that Social Secu-
rity benefits were considered taxable income, and
12 percent were not aware that working in retire-
ment could impact their benefits. At a forum spon-
sored by the Advisory Board in January of 2008,
retirement policy expert Alicia Munnell noted that
approximately 26 percent of people surveyed did
not know that their future Social Security benefits,
if claimed at the full retirement age, would be more
than benefits claimed at the early retirement age.
These results signal that the Social Security State-
ment has not yet reached its full potential in help-
ing the American public understand how Social Se-
curity fits into their retirement security picture.

SSA has also used focus groups to analyze the
impact of the Social Security Statement on public
understanding. Most of the agency’s focus group
efforts have found that participants find the State-
ment to be very helpful and believe that it address-
es issues that are important to them. The three
pieces of information that most participants look
for most often when they receive their Statement
are the benefit projections, their earnings history,
and their retirement age. Most focus group par-
ticipants, however, thought the Statement was “too
wordy.” In particular, they felt that the last page
which provides basic information about Social Se-
curity should be redesigned to have fewer words,
and more bullets. Further, participants found the
new language SSA included about the GPO and
WEDP, as directed by statute, difficult to understand
and many had a hard time discerning whether or
not these provisions applied to them.

In 2005, the Government Accountability Of-
fice (GAO) conducted surveys and focus groups
to assess the understandability of the Social Secu-
rity Statement, and also asked a benefits consulting
group to compare the Statement with similar state-
ments sent out by private sector companies and the
governments of other nations.'® Like SSA’s survey
results, only about two-thirds (66 percent) of the
people responding to GAO’s survey remembered re-
ceiving the Statement, though some parts, like the
benefit projections and the earnings history, were

1 U.S. Government Accountability Office. Social Security State-
ments: Social Security Administration Should Better Evaluate Whether
Workers Understand Their Statements, GAO-05-192, April 2005.

remembered more often than other information
provided on the Statement—for instance, informa-
tion about Social Security’s future. Participants
found some of the information confusing and con-
tradictory, including the role that work credits and
earnings play in determining eligibility and benefit
levels. When asked to compare the Social Security
Statement with a private sector benefit statement,
participants stated that the Social Security State-
ment lacked helpful design features such as the use
of color and graphics. The benefits consulting firm
that GAO asked to review the Statement gave it a
communications effectiveness score of 65 out of
100, below the industry average score of 73.

The GAO concluded that SSA is not doing a good
job of identifying the strengths and weaknesses
of the document nor adequately responding to
user feedback. The GAO also pointed to promising
practices of private sector firms and other indus-
trialized countries as examples of things that SSA
should consider when gathering feedback from
Statement recipients. It cited the public pension
system of Sweden where within a month of when
a public pension statement is sent to a worker,
surveys are taken to assess the understandability
and usefulness of the statement while the recipi-
ent’s impressions are still fresh. GAO also noted
that some other countries customize the content
of their statements that differ based on the age of
the recipient or other factors like marital status.
Some countries stress the importance to younger
workers of starting to save early in their careers
for retirement, and older workers receive messages
stressing what they can do to maintain their cur-
rent lifestyle—such as working longer or increas-
ing personal savings. These countries believe that
customizing the statements for their audience is
important because people are more likely to read
and remember information that is relevant to them
and less likely if they keep receiving the same old
statement year after year, even with personalized
information.

GAO noted that the Statement was limited be-
cause of its inability to offer “strategies for meeting
income goals through other sources of retirement
income;” a design that fails to emphasize retire-
ment benefit information; a lack of customization
of information for different audiences; and its re-
petitive nature. It outlined several recommenda-
tions for SSA to improve its Statement; recommen-
dations to which SSA agreed but has been slow to
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respond. Of these, the need to establish a mecha-
nism for feedback and assessment of the State-
ment’s effectiveness was GAO’s primary empha-
sis. Other recommendations included “showing
the personalized benefit information first, using
graphics to aid readers in quickly comprehending
information, and providing information to help re-
cipients understand Social Security’s contribution
to their total retirement income.”

Limitations of Current Feedback Approaches

Historically, SSA has conducted only limited eval-
uations of the Social Security Statement. Aside from
the relatively few surveys and focus group analy-
ses that SSA performs, SSA does not have system-
atic processes in place to rigorously and routinely
evaluate various aspects of the Statement in a man-
ner befitting its importance as a planning tool for
millions of Americans. For instance, SSA does not
maintain reliable information to assist the agency
in evaluating how well the Statement is meeting its
intended purpose to ensure the accuracy of work-
ers’ earnings records. SSA only recently began put-
ting into place processes to document the reasons
for corrections in individual earnings histories so
that it could measure how effective Social Security
Statements are in correcting earnings records—one
of the primary purposes of the Statement.”® In ad-
dition, SSA had never attempted to evaluate the ac-
curacy of the benefit projections provided on the
Statement until the agency was asked to do so by
the Advisory Board in 2008.

The agency’s assessment of the Statement should
be more in line with how other countries and pri-
vate sector financial institutions conduct research
on how well their publications are conveying com-
plex, yet critical information. Conventional public
opinion polling and focus groups may not be partic-
ularly well suited to researching the public’s under-
standing of complex issues like those inherent in
the Social Security program. Traditional surveying
and polling methods usually attempt to measure
the public’s level of understanding through self-
reports; respondents are asked how well they un-
derstand a particular aspect of an issue or how ef-
fective they believe the communications materials
about it to be. Cognitive science research suggests,

20 SSA Office of Inspector General. Effectiveness of the Social
Security Statement in Correcting Earnings Records, A-15-07-17089,
August 2008.

however, that a better gauge of how well individu-
als understand an issue is whether or not they can
accurately explain it, in their own words, to some-
one else. SSA currently has a highly skilled staff of
researchers, policy analysts, and communications
experts that could be called upon to perform regu-
lar evaluations of various aspects and design fea-
tures of the Statement. Utilizing the agency’s exist-
ing analytical capacity, SSA could explore ideas for
improving on the good work that has already been
done and produce the best, most effective, state-of-
the-art Statement possible. This would, undoubt-
edly, require more than the 11 workyears of agency
staff time currently devoted to the Statement, but
it is, in all likelihood, within the existing capacity
of the agency, and would result in a more vigorous
and more modern approach to evaluating the accu-
racy and effectiveness of each part of the Statement
and, overall, better Statements. Where necessary,
the agency should also consult with outside experts
and should employ state-of-the-art communica-
tions and evaluation techniques to evaluate each
part of the Statement to determine whether or not
the message the public is receiving is, indeed, the
message that SSA intended to send.

The Statement should present important, basic
information about Social Security programs as
clearly, accurately, and succinctly as possible and
then tell the readers where they can find more in-
formation rather than try to be all things to all peo-
ple. For example, when SSA added language to the
Statement about GPO and WEP, the agency did so
because it was required by statute. SSA’s descrip-
tion of these provisions, however, has been con-
fusing to the public and many people say that they
cannot tell from reading this section whether or
not it applies to them personally. Given the com-
plexity of these provisions, and the fact that they
apply to less than 3 percent of beneficiaries, SSA
should develop a more simplified presentation that
could be easily understood by the public and then
refer individuals to more detailed sources of infor-
mation, such as the agency’s Internet website or an
information pamphlet.

SSA is also thinking about ways to improve the
Social Security Statement. Agency officials have
told the Advisory Board that they have considered
“mass” customization of the Statement that would
allow the information presented on it to be tailored
more closely to each individual’s personal situa-
tion. However, they rejected this notion because
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to do this would be “prohibitively expensive and
administratively infeasible” given the large volume
of Statements mailed each year (the Advisory Board
has not been presented with or evaluated hard data
on how expensive or difficult it would be to do such
customization). Rather, SSA has established two
workgroups to look at options for designing spe-
cial general inserts geared toward larger groups
of people: (1) workers who are age 55 and older—
focused more on the things these people need to
know as they approach retirement; and (2) younger
people, ages 25 to 35—a document that includes a
stronger message about the importance of savings
and investment early in their careers. These age-
targeted inserts are not personalized in any way.
In addition, the Board has heard from the agency
that SSA’s Office of Retirement Policy has formed
a workgroup that will take a hard look at the pre-
sentation of projected benefits and the language
in the Statement that relates to when an individual
should claim benefits. The Advisory Board believes
that these things are a step in the right direction
but there is much more that the agency could do to
make the Social Security Statement a more effective
communications vehicle.

Some limited improvements have been made to
the Statement’s presentation, content, and under-
standability in recent years. Most notably, the
agency has made changes to address the public’s
concerns that the Statement is “too wordy,” that
they did not like the font in which it was printed,
and that more information should be presented in
bullet format. The agency, however, has been slow
to make changes to address other needs and con-
cerns raised by GAO and by the intended user, the
American public, to improve the accuracy, under-
standability, and utility of the Statement.

Improving the Accuracy of Benefit Projections

In examining how well the Social Security State-
ment is living up to its potential as an effective com-
munications vehicle, the Advisory Board decided to
look closely at one important part of the Statement
that lends itself to formal empirical analysis—the
projection of the future retirement benefit. Among
the most important functions of the Statement is
to give covered workers a reasonably accurate pro-
jection of what their future Social Security benefits
will be, assuming benefits scheduled in current law
are paid. The law requires that SSA provide ben-

efit estimates only for older workers (age 55 and
above), because they are nearing the time when
they will have to make decisions about exiting the
workforce and deciding when to begin receiving re-
tirement benefits. The law recognized that it is far
more important for this older group to receive such
detailed information than it is for younger workers
who still have a long time to work before making
such decisions. SSA has chosen, however, to pro-
vide benefit estimates for eligible individuals at all
ages. While this information may be most valuable
to those approaching retirement, workers of all
ages should be able to use these projections to help
them plan their finances and to participate in civic
discussions about the future of the Social Security
program.

The Advisory Board believes that it is imperative
that the Social Security Statement provide the most
accurate information possible and that information
be communicated in a clear and objective manner.
The benefit projections provided on the Statement
are considered by the vast majority of the public to
be one of the most important pieces of information
relayed to them on the Statement. But how accu-
rate are the projections that SSA provides?

SSA’s Current Assumptions and Methods.
The Social Security Statement currently provides
projections of what an individual worker’s retire-
ment benefits would be if he or she chooses to start
those benefits at age 62, at the full retirement age,
and at the age of 70. If an individual is not fully in-
sured for Social Security retirement benefits at the
time the Statement is prepared, no retirement ben-
efit projection is provided.” Benefit projections are
also provided to workers who are eligible to receive
disability benefits. As in the case of a retired work-
er, if the individual does not meet the criteria for
disability insured status, then no disability benefit

21 A worker is considered to be “fully insured” for Social Security
retirement purposes when he or she has worked for a sufficient
length of time in a job or jobs covered by Social Security and has
earned at least the minimum indexed amount of income estab-
lished by law. To be fully insured, workers need at least one quarter
of coverage for each calendar year after they turned age 21 and the
earliest of the following: the year before they attain age 62, the year
before they die, or the year they became disabled. An individual is
considered to be “permanently insured” if he or she is fully insured
and will not lose fully-insured status when he or she stops working
under covered employment. Generally, sufficient covered employ-
ment to gain permanently insured status is defined as 40 quarters
of covered work, or ten years of employment. The 40 quarters need
not be worked consecutively.
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projection is provided.? The Statement also notes
that estimated benefits are based on current law
and that the law governing benefit amounts may
change because, by 2041, the payroll taxes collect-
ed will be enough to pay only about 78 percent of
scheduled benefits.

Benefit projections are based on a worker’s actual
earnings record at the time the Statement is issued
aswell as assumptions about what their future earn-
ings will be between the Statement date and three
possible ages the worker might choose to start tak-
ing benefits. For the purposes of the projection,
SSA assumes that there will be no growth in future
real wages, or prices. That is, an individual worker
is assumed to have the same level of earnings until
the age at which the benefit is calculated as he or
she had in the more recent of the last two year’s
prior to the Statement date. If an individual has
no earnings in both of the previous two years, SSA
assumes he or she will have no further earnings
until the date benefits are claimed. For example,
if a worker had earnings of $35,000 in 2007, and
$38,000 in 2008, it would be assumed that his or
her wages would remain at $38,000 each year until
the age at which the benefits are calculated. If the
individual had no earnings in 2008, it would be as-
sumed that he or she has wages of $35,000 each
year until the age at which the benefits are calcu-
lated. If the worker had no earnings in either year,
it would be assumed that he or she would have no
future earnings.

SSA further assumes that the current thresholds
in the benefit formula known as “bend points,” that
are used to calculate the benefit, (or primary insur-
ance amount, PIA), remain constant into the future
as well.? The agency assumes there will be no fu-
ture growth in the average wages in the national
economy that are used to index a worker’s wages
and the benefit formula “bend points.”

22 Generally, an individual is considered insured for disability ben-
efits if he or she has earned at least 20 quarters of coverage during
the last 10 years, and is fully insured for retirement purposes.

% The Primary Insurance Amount, or PIA, is derived from a
formula that SSA uses to define an individual’s retirement benefit
amount. The PIA is determined by calculating an individual’s aver-
age indexed monthly earnings based on the individual’s 35 highest
years of earnings, adjusted by changes in the average wage index
(AWI). Bend points are the dollar amounts that define PIA earn-
ings brackets in the benefit formulas to make the formula progres-
sive, i.e., the formula replaces a larger portion of pre-retirement
earnings for lower income individuals than it does for higher
income individuals. For a more detailed explanation see: http://
www.ssa.gov/OACT/COLA/Benefits.html.

By making these simplifying assumptions, SSA
believes the benefit projections provided in the
Statement can be more easily understood, because
they are expressed in terms of today’s standard of
living. The agency also stated that it believed that
these assumptions, although they simplify the task
of projecting future circumstances, provide reason-
ably accurate projections.

There are alternative assumptions that could be
made. In fact, at one time the Statement benefit
projections did assume that wages would increase
in real terms by 1 percent each year. That was
changed to the current practice of assuming no fu-
ture wage (or price) growth because it was believed
to be simpler to explain to the public. Another
set of assumptions is currently used to project fu-
ture benefit levels for low, medium and high wage
earners in the annual report of the Social Security
Trustees.?* The Trustees, after careful consider-
ation of historical evidence and judgments about
the future economic trends, develop explicit as-
sumptions about long-term trends in future wage
growth and future inflation rates as part of their
effort to give the best possible long-term projection
of the finances of the entire Social Security system.
They update these assumptions each year. In order
to calculate average benefits for workers, they also
assume worker’s wages will follow an age-graded
trajectory observed in historical data. Averaged
over all workers, wages typically increase until the
ages of early 50s and then decline slightly thereaf-
ter.”> Whether the current set of assumptions used
in the Social Security Statement or some alternative
set result in more accurate projections on average
and for specific groups of workers is an empirical
question.

Comparing Projected Benefits to Actual Ben-
efits. With the substantial assistance of SSA’s Of-
fice of Retirement Policy and the Office of the Chief
Actuary, the Advisory Board evaluated how close
the projections on the Statement, delivered at vari-
ous ages over a person’s lifetime, are to the actual
benefits that a person would be eligible to receive

24 See 2008 Annual Report of the Board of Trustees of the Federal
Old-Age and Survivors Insurance and Federal Disability Trust Funds,
Table V1.F10: “Estimated Annual Scheduled Benefit Amounts for
Retired Workers With Various Pre-Retirement Earnings Patterns
Based on Intermediate Assumptions, Calendar Years 2008-85.”

% For a detailed description of this methodology see: “Scaled Fac-
tors for Hypothetical Earnings Examples under the 2008 Trustees
Report Assumption,” by Michael Clingman and Orlo Nichols,
Actuarial Note 2008.3, August 2008.
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Table 3: Statement projection compared to actual monthly benefit for which eligible
at age 62, by age at projection, 1940-1943 birth cohorts

25 138 $174 $213
30 3,283 $251 $258
35 4,386 $334 $332
40 5,120 $452 $447
45 5,566 $577 $577
50 5,916 $695 $698
55 6,132 $799 $809

8% 17% 22% 37% 45%
14% 30% 46% 61% 70%
25% 47% 59% 67% 73%
34% 53% 64% 72% 78%
42% 63% 74% 82% 87%
54% 76% 86% 91% 94%
65% 85% 92% 95% 97%

Source: Social Security Administration.

at age 62. Although Statements have only been sent
to workers over the last decade (unless the worker
requested one), the analysts at SSA were able to use
actual wage histories of a sample of the cohort of
workers born in 1940-1943 to calculate the projec-
tions they would have received if Statements, using
the current benefit formula and the current meth-
ods and assumptions that SSA employs, were sent
to them throughout their working years.”® For a
worker born in 1940, for example, SSA research-
ers were able to simulate the retirement-at-age-62
benefit projection the worker might have received
at age 40 (if the Statement had existed at that time)
by using his or her actual wages up until 1980, and
assumed constant wages from 1980 to 2002. That
projection could then be compared to the benefit
the worker was actually eligible to receive in 2002
based on his or her entire actual wage history
through 2002, when he or she turned 62.%” The re-
sults in Table 3 show the results of similar compari-

% For a more complete explanation of the methods and data used,
see Glenn R. Springstead, David A. Weaver, and Jason J. Fichtner,
“Estimated Retirement Benefits in the Social Security Statement,”
Research and Statistics Note No. 2008-05, November 2008. U.S Social
Security Administration, Office of Policy. [http://www.ssa.gov/
policy/docs/rsnotes/rsn2008-05.pdf] We note that results in

that paper and this report may differ slightly because the sample
cohorts used in this report were born from 1940-1943, while the
published result from the Office of Policy are based on cohorts born
from 1940-1946. Wage data for 1940-1943 are based strictly on
actual histories, while some data from 1944-1946 are projected
using the MINT model.

" It is not necessary for workers to have actually chosen to receive
a benefit at age 62; we compare the estimate based on historical
and projected wages to the potential benefit they are eligible for
based on their entire history of wages at the time they turned 62,
the early retirement age.

sons averaged over the whole cohort.

We characterized the accuracy of these simulated
Statement-like projections by how close those pro-
jected dollar amounts are on average to the actual
dollar amounts the sample workers were eligible to
receive when they turned age 62. We also report
what percentage of workers would have received a
projection that was within a certain percentage of
the benefit a worker was actually eligible to receive
at age 62. For example, we report what percent of
workers in this cohort would have received a projec-
tion at age 40 that was within 10 percent of what
they would have actually been eligible to receive at
age 62.

Empirical Results. The results for the entire co-
hort are reported in Table 3. The first two columns
report the age at which the Statement projection was
calculated and the number of workers in the sample.
Because workers need to have worked 40 quarters
before a worker is eligible to receive a Social Security
retirement benefit, the number of the eligible work-
ers in the sample increases at each age. The third and
fourth columns compare the median benefit projec-
tion using the assumptions and methods employed
in today’s Statements with the median benefits for
which the workers in the sample were actually eli-
gible at age 62. The dollar amounts are expressed
in terms of the living standards at the time of the
projection.” The central tendency, illustrated by the
median, masks the full distribution of results. The

% Technically, the actual dollar benefit at age 62 is reduced/de-
flated by the growth of wages (based on the Average Wage Index or
AWI) between the second year prior to the Statement age and the
year persons reached age 60.
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Figure 2: Percent of benefit estimates within 10 percent of actual benefit eligible for
at age 62, by age at estimate and gender, 1940-43 cohorts
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Source: Social Security Administration.

last five columns in Table 3 describe what percentage
of the individual projections in the sample of work-
ers were within 5 percent, 10 percent, 15 percent,
20 percent or 25 percent of the actual benefits for
which workers were eligible at age 62.

First, it is clear that the projections are fairly close
to the actual benefit for which eligible at age 62, in
dollar terms, as the age the projection is made ap-
proaches 62. At age 45, 63 percent of projections
using an assumption of constant future wages would
have been within 10 percent of the amount received
if the worker had chosen to take his retirement ben-
efit at age 62. By age 55, that percentage rises to
85 percent. At age 30, only 30 percent of projections
are within 10 percent of the benefit amount eventu-
ally earned at age 62.

While not shown in the table, the projections for
younger workers are more likely to underestimate
the actual benefit at age 62. For 25-year-olds, pro-
jected benefits are lower than actual benefits by
17 percent at the median; for 30-year-olds, pro-
jected benefits were 10 percent lower at the median;
for 35-year-olds, 4 percent lower; while for 40-, 45-,
50- and 55-year-olds the median difference between
projected and actual benefits was zero. This suggests
that actual wages for the typical youngest workers
tend to be higher than their projected wages. In oth-

er words, the projections for younger workers tend
to be conservative.

The accuracy of projections tends to be consider-
ably lower for women than for men and for lower
wage workers than for higher wage workers. Fig-
ure 2 illustrates that benefit projections are consid-
erably more accurate for men than women. At each
age, a larger percentage of projections for men fall
within 10 percent of the actual benefit available at
age 62.° At age 40, for example, 63 percent of men’s
projections are within 10 percent of the benefit for
which they will eventually become eligible at age 62.
For 40-year-old women, only 40 percent will receive
as accurate an estimate.

Benefit projections for those with lower lifetime
incomes also tend to be less accurate than those
with higher incomes. One reason is that because
of the progressive benefit formula, benefit levels
are less sensitive to earnings as one moves up the
earnings scale.®® Another reason may be that low-

29 A similar pattern persists for every other level of precision.
Fewer estimates for women are within 15 percent, 20 percent and
25 percent than for men at all ages.

30" The extreme example is of a worker whose income always
exceeds the taxable maximum because earnings above the taxable
maximum are not used in the calculation of benefits. An inaccurate
projection of those earnings above the maximum, therefore, would
not change this worker’s eventual benefits at all.
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Figure 3: Percent of estimates at age 50 within 10 percent of actual benefit eligible for

at age 62, by income quintile and gender
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er wage workers may be more likely to have years
of zero earnings and, therefore, under the projec-
tion assumptions may inaccurately be assumed to
be permanently, rather than transitorily, out of the
workforce. Figure 3 illustrates that relationship is
true for both men and women. At age 50, when the
Statement projection should be quite accurate, only
61 percent of men and 55 percent of women who are
in thebottom fifth of lifetime
earners receive a projection
that is within 10 percent of
the benefit they will actually

unrealistic, too strict or outdated they should be
It may also be
true that the assumptions are reasonably accurate

replaced by better assumptions.

for the average worker, but are less applicable for
specific groups of workers. For the most part, the
assumption of constant real earnings used in the
Statement yields fairly accurate results for men
and for older workers. It is clearly less realistic for

Table 4: Statement projection compared to actual benefit at age 62
among all workers and those with zero earnings in both of previous
two years, by age at projection

be eligible for in 12 years at
age 62. Among those in the
highest fifth of lifetime earn-
ers, 97 percent of men and
women will receive a projec-

tion that is with 10 percent 30 30%

of the benefit for which they 35 47%

will actually be eligible in

12 years at age 62. 40 53%
The accuracy of the simu- 45 63%

lated projections depends

partly on the validity of >0 76%

the assumptions about the 55 85%

17% -10% -51%
25% -4% -35%
32% 0% -23%
49% 0% -11%
68% 0% -3%
82% 0% 0%

future growth of wages. If
the assumptions used are

Source: Social Security Administration.
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younger workers who may reasonably expect to see
their real earnings grow in the future.

The assumption that workers will experience no
further earnings if they have zero earnings dur-
ing both of the past two years may also be overly
strong. Assuming those workers will not work
again after only a brief period out of the labor
force, especially for workers under age 50, seems
unrealistic. In fact, projections of their benefits are
the least accurate of any group discussed in this re-
port, and the level of benefits for which they actu-
ally become eligible are the most underestimated.
Table 4 illustrates the degree of inaccuracy and the
extent of underestimation of benefits that occurs
by assuming an observation of no earnings in the
previous two years implies the person will have no
future earnings.

Among all 30-year-olds the median projected
benefit underestimates the eventual benefit earned
by about 10 percent. Among 30-year-olds with no
earnings in the past two years, median projected
benefit underestimates the eventual benefit earned
by 50 percent. The extent of underestimation is ap-
parent through age 45. By age 55, the differences
disappear.

Workers with two consecutive years of zero earn-
ings in the most recent two years represent about
8 percent to 11 percent of workers age 50 and un-
der. They tend to be lower lifetime earners, and a
disproportionate share is women. The fairly large
underestimation of actual benefits for those who
at age 30-45 are assumed to have no further earn-
ings may partly explain why benefit estimates for
women and lower earners are less accurate than for
men and higher earners and are more likely to be
underestimates. Work patterns for women have
changed dramatically in the United States over the
past 30 years, however, so it is possible that this
conclusion is less relevant for projections made to-
day for younger cohorts.
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Advisory Board Conclusions and Recommendations

Given what was learned during this study, the
Social Security Advisory Board offers a number of
conclusions and recommendations for improving
the Social Security Statement.

Regarding the Accuracy of the Benefit Projec
tions:

The projected future estimates provided on the
Social Security Statement are reasonably accurate
on average, although they are more accurate for
older workers than for younger ones. Projected
benefits, however, could and should be improved
by basing them on as accurate assumptions about
future lifetime earnings as are possible. SSA
should consider experimenting with and evalu-
ating alternative assumptions and projection
methods, including those used by the Office of
the Chief Actuary in projecting future benefits
for the Trustees Report. One example of an un-
realistic basis for projection involves assuming
workers whose two most recent years’ earnings
are zero will have no further earnings over their
lifetime. It is too strict and can lead to overly
conservative projections. Because women and
lower earners may be more likely to have inter-
vals of time when they are out of the labor force,
their benefit projections are more likely to be af-
fected by the current assumptions. At the very
least investigating alternatives to this assump-
tion, especially for younger workers, seems war-
ranted. Public confidence in projections, similar
to those developed over time by the Office of the
Chief Actuary for use in the annual Trustees re-
port, depends on a belief that SSA has considered
the alternatives and chosen the best possible
methods and assumptions taking into account
both accuracy and transparency.

SSA has begun to explore alternative ways to
provide accurate and tailored benefit projections

to workers and their families. The agency has re-
cently begun an effort to provide targeted infor-
mation to younger workers and to those nearing
retirement age by including special inserts for the
Statement that are specific to these age groups.
In addition, the agency is considering new ways
of displaying benefit projections that focus first
on the benefit amount that may be received at
the full retirement age. The Advisory Board is
encouraged by these efforts and believes that
these changes will improve public understanding
of how Social Security retirement benefits fit into
overall retirement planning. We also encourage
SSA to personalize information in Statements for
older workers to better illustrate the impact of
different claiming and retirement ages. By con-
trast, showing different retirement benefit pro-
jections at various retirement and claiming ages
to young workers may not be necessary.
Furthermore, the Board would like to encour-
age SSA to consider providing certain additional
information to younger workers about their
retirement benefit. Specifically, it would give
them a calculation of the monthly retirement
benefit they have already earned based on their
actual wages to date and assuming they have no
future wages. This amount would be conceptu-
ally similar to the disability benefit amount cur-
rently provided on the Statement in that it would
be based solely on the worker’s current earnings
record. This would inform the worker what she
or he could count on receiving from Social Secu-
rity in the event that the worker has no future
earnings for reasons other than disability. This
amount would be recalculated each year to re-
flect the most recent earnings information and
it would demonstrate for younger workers how
their future retirement benefit is based on their
continued earnings. For some workers who, in
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fact, drop out of the labor force and have no fu-
ture earnings, this calculation could be the most
accurate information about their future benefit.

The Board believes that SSA, in determining
whether and how to implement this additional
projected benefit, should conduct a careful analy-
sis of the impact that the Social Security benefit
formula, including its progressivity and averag-
ing period, will have on the proposed benefit pro-
jections. SSA should consider whether these so-
cial insurance features of Social Security’s benefit
formula will produce benefit projections which,
when compared from year to year or the current
projections, will produce anomalies that might
be little understood by the public. Determining
whether or not to include the additional infor-
mation that we have suggested, how to display
it, and for which age groups it would be the most
valuable would require SSA to conduct empirical
and focus group research on the issue.

The Statement should also direct workers to
SSA’s online benefit calculator where they can en-
ter their own assumptions about how much they
will earn in the future.

Regarding the Content of the Statement:

SSA should make the Statement as accurate,
clear, and concise as possible. SSA should pro-
vide only that information that is required or
necessary for making informed decisions, elimi-
nate extraneous information, and provide more
references on the Statement to other sources of
information, such as the online retirement plan-
ner. In addition, SSA should consider separat-
ing out the Commissioner’s message (the first
page) from the factual material provided in the
Statement, and transmit this material in a cover
letter or on a separate attachment to the State-
ment. Likewise, SSA should consider separating
out technical descriptions of how SSA’s program
work from the Statement itself and provide this
information elsewhere, such as an information
pamphlet, and provide information on the State-
ment as to where to find further information on
SSA’s Internet website.

SSA should review the language it uses to de-
scribe benefit claiming options to assure that the
phrasing used is both neutral and accurate.

SSA should improve the Statement’s message
and information on the impact that working has
on retirement benefits.

SSA should provide a clearer, more succinct, and
targeted message on the GPO/WEP provisions of
law that is easier for the public to understand.

Regarding Statement Design Features and the
Presentation of Information:

SSA should seek to improve the overall read-
ability of the Statement and should examine the
impact of altering some of the Statement’s design
features, such greater use of color, graphics, or
enlarged font size.

SSA should consider consulting with experts
outside of the agency to assist it in designing a
Social Security Statement that is state-of-the-art
and that communicates a clear message that helps
the American public understand Social Security’s
role and importance in retirement security.

Regarding Continuous Improvement of the
Statement:

The Statement should be viewed by SSA as a dy-
namic instrument and SSA should seek to make
sure it is meaningful to its audience. SSA should
consider investing more resources into periodic
evaluation of the Statement to strengthen its
evaluation efforts both in terms of accuracy and
understandability. Development of state-of-art
survey and assessment tools and improvement
of its survey process are essential. The agency
should also explore more sophisticated cogni-
tive testing techniques and use them wherever
there is critical information presented to the
public to ascertain if the people who are reading
the Statement—and other SSA publications as
well—understand the messages that SSA is re-
laying in the manner that the agency intended.
SSA should seek to answer such questions as: Are
the projections and earnings history data as ac-
curate as possible? Is the information objective
and presented as clearly as possible? Do people
understand the information that is being provid-
ed to them?

SSA should improve its processes for mailing
Statements to ensure that workers are receiving
the Statements to which they are entitled. In
doing so, SSA should take steps to assure that
Medicare-only beneficiaries receive an annual
Statement, and improve its processes for han-
dling “undeliverable” or returned Statements.
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Appendix A

Prevent identity theft—protect your Social Security number

Your Social Security Statement

Prepared especially for Wanda Worker

WANDA WORKER
456 ANYWHERE AVENUE
MAINTOWN, USA 11111-1111

Sample Social Security Statement

J
%’st ITQ\P$@

April 23,2007 . .
www.socialsecurity.gov

See inside for your personal information

What’s inside...
Your Estimated Benefits
Your Earnings Record

Some Facts About Social Security ............cccoeoevivniininienned 4
If You Need More Information...............cccccccoennnieecvcnnnniccnenns 4
To Request This Statement In Spanish ..o 4

(Para Solicitar Una Declaracion en Espariol)

What Social Security Means To You

This Social Security Statement can help you better
plan for your financial future. It gives you estimates
of your gocial Security benefits under current law
and updates your latest reported earnings.

Please read this Statement carefully. If you see
a mistake, please let us know. That’s important
because your benefits will be based on our record of
your lifetime earnings. We recommend you keep a
copy of your Statement with your financial records.

Social Security is for people of all ages...

It’s more than a retirement program. Social Security
also can provide benefits if you become disabled
and help support your family when you die.

Work to build a secure future...

Social Security is the largest source of income for
most elderly Americans today, but Social Security
was never intended to be your only source of
income when you retire. You also will need other
savings, investments, pensions or retirement
accounts to make sure you have enough money to
live comfortably when you retire.

Saving and investing wisely are important not
only for you and your family, but for the entire
country. If you want to learn more about how and
why to save, you should visit www.mymoney.gov, a
federal government website dedicated to teaching
all Americans the basics of financial management.

About Social Security’s future...
Social Security is a compact between generations.
For decades, America has kept the promise of
security for its workers and their families. Now,
however, the Social Security system is facing
serious financial problems, and action is needed
soon to make sure the system will be sound when
today’s younger workers are ready for retirement.
In 2017 we will begin paying more in benefits
than we collect in taxes. Without changes, by 2041
the Social Security Trust Fund will be exhausted*
and there will be enough money to pay only about
75 cents for each dollar of scheduled benefits. We
need to resolve these issues soon to make sure
Social Security continues to provide a foundation
of protection for future generations.

Social Security on the Net...

Visit www.socialsecurity.gov on the Internet to
learn more about Social Security. You can read
our publications, use the Social Security Benefit
Calculators to calculate future benefits or use our
easy online forms to apply for benefits.

Michael J. Astrue
Commissioner

* These estimates are based on the intermediate
assumptions from the Social Security Trustees’
Annual Report to the Congress.
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Your Estimated Benefits

*Retirement You have earned enough credits to qualify for benefits. At your current earnings rate, if you

stop working and start receiving benefits. ..

At age 62, your payment would be about...................

If you continue working until...

.............................................................................. $ 975 amonth

your full retirement age (67 years), your payment would be about .............ccceeveiireiineninenneneceees $ 1,412 amonth

age 70, your payment would be about...........c.c.c.......

.............................................................................. $ 1,761 a month

*Disability  You have earned enough credits to qualify for benefits. If you became disabled right no
your payment WOULA DE @DOUL ........c.euiuiuriiiirieieieiniic ettt neene $ 1,293 a month

*Family If you get retirement or disability benefits, your spouse and children also may qualify for benefits.

*Survivors  You have earned enough credits for your family to receive survivors benefits. If you die this
year, certain members of your family may qualify for the following benefits:
YOUT CHILA 1ttt ettt ettt etk b et e st e s e ke st b et et et ese b eneebeneenens 1,008 a month
Your spouse who is caring for your child 1,008 a month
Your spouse, if benefits start at full retirement age .. 1,344 a month
Total family benefits cannot be more than................ 2,473 a month
Your spouse or minor child may be eligible for a special one-time death benefit of $255.

Medicare You have enough credits to qualify for Medicare at age 65. Even if you do not retire at age 65, be sure

to contact Social Security three months before your 65th birthday to enroll in Medicare.

* Your estimated benefits are based on current law. Congress has made changes to the law in the
past and can do so at any time. The law governing benefit amounts may change because, by 2041,
the payroll taxes collected will be enough to pay only about 75 percent of scheduled benefits.

‘We based your benefit estimates on these facts:
Your date of birth

Your estimated taxable earnings per year after 2006 ..
Your Social Security number (only the last four digits are shown to help prevent identity

How Your Benefits Are Estimated

To qualify for benefits, you earn “credits” through your
work — up to four each year. This year, for example,
you earn one credit for each $1,000 of wages or self-
employment income. When you’ve earned $4,000,
you’ve earned your four credits for the year. Most people
need 40 credits, earned over their working lifetime, to
receive retirement benefits. For disability and survivors
benefits, young people need fewer credits to be eligible.
We checked your records to see whether you have earned
enough credits to qualify for benefits. If you haven’t
earned enough yet to qualify for any type of benefit, we
can’t give you a benefit estimate now. If you continue to
work, we’ll give you an estimate when you do qualify.

What we assumed — If you have enough work
credits, we estimated your benefit amounts using
your average earnings over your working lifetime.
For 2007 and later (up to retirement age), we assumed
you’ll continue to work and make about the same as
you did in 2005 or 2006. We also included credits
we assumed you earned last year and this year.
Generally, estimates for older workers are more accurate
than those for younger workers because they’re based
on a longer earnings history with fewer uncertainties
such as earnings fluctuations and future law changes.
These estimates are in today’s dollars. After you
start receiving benefits, they will be adjusted for cost-of-
living increases.
We can’t provide your actual benefit amount until
you apply for benefits. And that amount may differ
from the estimates stated above because:
(1) Your earnings may increase or decrease in the future.
(2) Your estimated benefits are based on current law.
The law governing benefit amounts may change.

(3) Your benefit amount may be affected by military
service, railroad employment or pensions earned
through work on which you did not pay Social
Security tax. Following are two specific instances.

You can also visit www.socialsecurity.gov/mystatement
to see whether your Social Security benefit amount
will be affected.

Windfall Elimination Provision (WEP) — In the future,
if you receive a pension from employment in which you do
not pay Social Security taxes, such as some federal, state
or local government work, some nonprofit organizations
or foreign employment, and you also qualify for your

own Social Security retirement or disability benefit,

your Social Security benefit may be reduced, but not
eliminated, by WEP. The amount of the reduction, if any,
depends on your earnings and number of years in jobs in
which you paid Social Security taxes, and the year you
are age 62 or become disabled. For more information,
please see Windfall Elimination Provision (Publication
No. 05-10045) at www.socialsecurity.gov/WEP.

Government Pension Offset (GPO) — If you receive a
pension based on federal, state or local government work

in which you did not pay Social Security taxes and you
qualify, now or in the future, for Social Security benefits as a
current or former spouse, widow or widower, you are likely
to be affected by GPO. If GPO applies, your Social Security
benefit will be reduced by an amount equal to two-thirds

of your government pension, and could be reduced to zero.
Even if your benefit is reduced to zero, you will be eligible
for Medicare at age 65 on your spouse’s record. To learn
more, please see Government Pension Offset (Publication
No. 05-10007) at www.socialsecurity.gov/GPO.
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Your Earnings Record

Your Taxed Your Taxed
Years You Social Security Medicare
Worked Earnings Earnings
1982 550 550
1983 1,299 1,299
1984 2,254 2,254
1985 3,704 3,704
1986 4,962 4,962
1987 6,282 6,282
1988 7,827 7,827
1989 10,041 10,041
1990 12,297 12,297
1991 14,278 14,278
1992 16,399 16,399
1993 17,772 17,772
1994 19,346 19,346
1995 21,057 21,057
1996 22,946 22,946
1997 25,031 25,031
1998 26,991 26,991
1999 29,072 29,072
2000 31,251 31,251
2001 32,542 32,542
2002 33,380 33,380
2003 34,720 34,720
2004 36,756 36,756
2005 38,626 38,626
2006 Not yet recorded Not yet recorded

You and your family may be eligible for valuable
benefits:

When you die, your family may be eligible to receive
survivors benefits.

Social Security may help you if you become disabled—
even at a young age.

A young person who has worked and paid Social
Security taxes in as few as two years can be eligible
for disability benefits.

Social Security credits you earn move with you from
job to job throughout your career.

Total Social Security and Medicare taxes paid over your working career through the last year reported on the chart above:

Estimated taxes paid for Social Security:
You paid:
Your employers paid:

$27,730
$27,730

Estimated taxes paid for Medicare:
You paid:
Your employers paid:

$6,506
$6,506

Note: You currently pay 6.2 percent of your salary, up to $97,500, in Social Security taxes and 1.45 percent in
Medicare taxes on your entire salary. Your employer also pays 6.2 percent in Social Security taxes and 1.45
percent in Medicare taxes for you. If you are self-employed, you pay the combined employee and employer
amount of 12.4 percent in Social Security taxes and 2.9 percent in Medicare taxes on your net earnings.

Help Us Keep Your Earnings Record Accurate

You, your employer and Social Security share responsibility
for the accuracy of your earnings record. Since you
began working, we recorded your reported earnings
under your name and Social Security number. We have
updated your record each time your employer (or you,
if you're self-employed) reported your earnings.

Remember, it’s your earnings, not the amount of
taxes you paid or the number of credits you’ve earned,
that determine your benefit amount. When we figure
that amount, we base it on your average earnings over
your lifetime. If our records are wrong, you may not
receive all the benefits to which you’re entitled.

Review this chart carefully using your own records to make

sure our information is correct and that we’ve recorded each

year you worked. You're the only person who can look at the

earnings chart and know whether it is complete and correct.
Some or all of your earnings from last year may not

be shown on your Statement. It could be that we still

I
3

were processing last year’s earnings reports when your
Statement was prepared. Your complete earnings for
last year will be shown on next year’s Statement. Note:
If you worked for more than one employer during any
year, or if you had both earnings and self-employment
income, we combined your earnings for the year.

There’s a limit on the amount of earnings on which you
pay Social Security taxes each year. The limit increases
yearly. Earnings above the limit will not appear on your
earnings chart as Social Security earnings. (For Medicare
taxes, the maximum earnings amount began rising in 1991.
Since 1994, all of your earnings are taxed for Medicare.)

Call us right away at 1-800-772-1213 (7 a.m.—7 p.m. your
local time) if any earnings for years before last year are
shown incorrectly. If possible, please have your W-2 or tax
return for those years available. (If you live outside the U.S.,
follow the directions at the bottom of page 4.)
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Some Facts About Social Security m————

About Social Security and Medicare...

Social Security pays retirement, disability, family and
survivors benefits. Medicare, a separate program run by
the Centers for Medicare & Medicaid Services, helps
pay for inpatient hospital care, nursing care, doctors’
fees, and other medical services and supplies to people
age 65 and older, or to people who have been receiving
Social Security disability benefits for two years or more.
Your Social Security covered earnings qualify you for
both programs. For more information about Medicare,
visit www.medicare.gov or call 1-800-633-4227 (TTY
1-877-486-2048 if you are deaf or hard of hearing).

Retirement — If you were born before 1938, your full
retirement age is 65. Because of a 1983 change in the law,
the full retirement age will increase gradually to 67 for
people born in 1960 and later.

Some people retire before their full retirement age. You
can retire as early as 62 and take benefits at a reduced rate.
If you work after your full retirement age, you can receive
higher benefits because of additional earnings and credits
for delayed retirement.

Disability — If you become disabled before full retirement
age, you can receive disability benefits after six months
if you have:

— enough credits from earnings (depending on your age,
you must have earned six to 20 of your credits in the
three to 10 years before you became disabled); and

— a physical or mental impairment that’s expected to
prevent you from doing “substantial” work for a year
or more or result in death.

Family — If you're eligible for disability or retirement
benefits, your current or divorced spouse, minor children
or adult children disabled before age 22 also may receive
benefits. Each may qualify for up to about 50 percent of
your benefit amount. The total amount depends on how
many family members qualify.

Survivors — When you die, certain members
of your family may be eligible for benefits:
— your spouse age 60 or older (50 or older if disabled,
or any age if caring for your children younger than
age 16); and
— your children if unmarried and younger than age
18, still in school and younger than 19 years old,
or adult children disabled before age 22.
If you are divorced, your ex-spouse could be eligible for a
widow’s or widower’s benefit on your record when you die.

Extra Help with Medicare — If you know someone who
is on Medicare and has limited income and resources, extra
help is available for prescription drug costs. The extra help
can pay the monthly premiums, annual deductibles and
prescription co-payments. To learn more or to apply, visit
www.socialsecurity.gov or call 1-800-772-1213 (TTY
1-800-325-0778).

Receive benefits and still work...

You can work and still get retirement or survivors benefits.
If you’re younger than your full retirement age, there are
limits on how much you can earn without affecting your
benefit amount. When you apply for benefits, we’ll tell you
what the limits are and whether work would affect your
monthly benefits. When you reach full retirement age, the
earnings limits no longer apply.

Before you decide to retire...

Carefully consider the advantages and disadvantages of
early retirement. If you choose to receive benefits before
you reach full retirement age, your benefits will be
permanently reduced. However, you’ll receive benefits
for a longer period of time.

To help you decide the best time to retire, we offer a free
booklet, Social Security — Retirement Benefits (Publication
No. 05-10035), that provides specific information about
retirement. You can calculate future retirement benefits on
our website at www.socialsecurity.gov by using the Social
Security Benefit Calculators.

Other helpful free publications include:

— Understanding The Benefits (No. 05-10024)

— Your Retirement Benefit: How It Is Figured
(No. 05-10070)

— Windfall Elimination Provision (No. 05-10045)

— Government Pension Offset (No. 05-10007)

— Identity Theft And Your Social Security Number
(No. 05-10064)

We also have other leaflets and fact sheets with
information about specific topics such as military
service, self-employment or foreign employment. You
can request Social Security publications at our website,
www.socialsecurity.gov, or by calling us at 1-800-772-1213.
Our website has a list of frequently asked questions that
may answer questions you have. We have easy-to-use online
applications for benefits that can save you a telephone call
or a trip to a field office.

If you need more information—Visit www.socialsecurity.gov/mystatement on the Internet, contact any Social Security office,
call 1-800-772-1213 or write to Social Security Administration, Office of Earnings Operations, P.O. Box 33026, Baltimore,
MD 21290-3026. If you’re deaf or hard of hearing, call TTY 1-800-325-0778. If you have questions about your personal
information, you must provide your complete Social Security number. If your address is incorrect on this Statement, ask the
Internal Revenue Service to send you a Form 8822. We don’t keep your address if you’re not receiving Social Security benefits.

Para solicitar una Declaracion en espariol, llame al 1-800-772-1213

Form SSA-7005 -SM-SI (4/07)
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Thinking of retiring?

www.socialsecurity.gov

Some thillgS to consider 1tsso easy to apply

Retirement can have more than
one meaning these days. It
can mean that you have applied for
Social Security retirement benefits

.. or that you are no longer work-
ing. Or it can mean that you have
chosen to receive Social Security
while still working, either full or
part-time. All of these choices are
available to you. And your retire-
ment decisions can have very real
effects on your ability to maintain
a comfortable retirement.

If you retire early, you may
not have enough income to enjoy
the years ahead of you. Likewise,
if you retire late, you’ll have a
larger income, but fewer years to
enjoy it. Everyone needs to try to
find the right balance, based on
his or her own circumstances.

We hope the following infor-
mation will help you as you plan
for your future retirement and
consider your retirement options.

online for benefits

The easiest way to apply for
Social Security retirement
benefits is to go online at
www.socialsecurity.gov/
applyforbenefits. If you do

not have access to the Internet,
you can call 1-800-772-1213
(TTY number, 1-800-325-0778)
between 7 a.m. and 7 p.m.,
Monday through Friday, to apply

What is the best option for you?

Everyone’s situation is different. That is why Social Security has
created several retirement planners to help you decide what would
be best for you and your family. Social Security has a new online
calculator that can provide immediate and accurate retirement
benefit estimates to help you plan for your retirement.

The online Retirement Estimator is a convenient, secure and
quick financial planning tool. It uses your own earnings record
information, thereby eliminating any need to manually key in years
of earnings information. The estimator also will let you create “what
if” scenarios. You can, for example, change your “stop work” date or
expected future earnings to create and compare different retirement
options. To use the Retirement Estimator, go to our website at
www.socialsecurity.gov/estimator.

Monthly benefit amounts differ based on the
age you decide to start receiving benefits
This example assumes a benefit of

$1,500 [~ $1,000 at a full retirement age of 66 $1,320

" $1,240 g
= L $1,160
g $1.200 $ $1,080
5 sse5 595 000
S $900 [
c
[}
o)
>
£ $600
€
(e}
=

$300

$0

62 63 64 65 66 67 68 69 70
Age you choose to start receiving benefits

by phone. You also can apply at
any Social Security office. To
avoid having to wait, call first
to make an appointment.

There is one more thing you should
remember as you crunch the numbers
for your retirement. You may need your
income to be sufficient for a long time,
because people are living longer than
ever before, and generally, women tend
to live longer than men. For example:

 The typical 65-year-old today will
live to age 83;

* One in four 65-year-olds will live
to age 90; and

* One in 10 65-year-olds will live to
age 95.

Once you decide on the best age
for you to actually retire, remember
to complete your application three
months before the month in which
you want retirement benefits to begin.

Don’t forget Medicare

Even if you don’t plan to receive
monthly benefits, you should sign
up for Medicare three months before
reaching age 65. Otherwise, your
Medicare medical insurance, as

well as prescription drug coverage,
could be delayed and you could be
charged higher premiums. For more
information about eligibility and
costs, visit www.medicare.gov.

Insert for Workers age 55 and older
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Receiving benefits while you work

When you reach your full retire-

ment age, you can work and earn as

much as you want and still receive
your full Social Security benefit
payment. If you are younger than

full retirement age and if your earn-

ings exceed certain dollar amounts,
some of your benefit payments
during the year will be withheld.

This does not mean you must
try to limit your earnings. If we
withhold some of your benefits
because you continue to work,
we will pay you a higher monthly

benefit amount when you reach your

full retirement age. In other words,
if you would like to work and earn
more than the exempt amount, you
should know that it will not, on
average, reduce the total value of
lifetime benefits you receive from
Social Security—and may actually
increase them.

Here is how this works: after
you reach full retirement age,
we will recalculate your benefit
amount to give you credit for
any months in which you did not
receive some benefit because of
your earnings. In addition, as
long as you continue to work,
we will check your record every
year to see whether the additional
earnings will increase your
monthly benefit.

Many people can continue to
work and still receive retirement
benefits. If you want more infor-
mation on how earnings affect
your retirement benefits, ask for
How Work Affects Your Benefits
(Publication No. 05-10069), which
has current annual and monthly
earnings limits, and is available
on our website.

Retirement age considerations

Full retirement age

For persons born during the years
1943-1954, the full retirement
age is 66. If you were not born in
this period, you can find your full
retirement age on page 2 of your
Social Security Statement.

Retiring early

If you've earned 40 credits (credits
are explained on page 2 of your
Statement), you can start receiving
Social Security benefits at 62 or

at any month between 62 and full
retirement age. However, your
benefits will be reduced based on
the number of months you receive
benefits before you reach full
retirement age.

If your full retirement age is 66,
benefits will be reduced:
25 percent at age 62;
20 percent at age 63;
13 % percent at age 64; or
6 % percent at age 65.

Delaying retirement

You may decide to wait beyond
your full retirement age before

choosing to receive benefits. If
so, your benefit will be increased
by a certain percentage for each
month you don’t receive benefits
between your full retirement age
and age 70. This table shows the
rate your benefits increase if you
delay retiring.

Year of birth  Yearly increase rate

1937 - 1938 6.5%

1939 - 1940 7.0%

1941 - 1942 7.5%

1943 or later 8.0%
Rules that may affect

your survivor

If you are married and die before
your spouse, he or she may be
eligible for a benefit based on your
work record. If you start benefits
before your full retirement age, we
cannot pay your surviving spouse
a full benefit from your record.
Also, if you wait until after your

full retirement age to begin benefits,

the surviving spouse benefits based
on your record will be higher.

Need more
information?

You can find answers to frequently
asked questions about Social
Security, learn about factors that
could affect your benefits and much
more by visiting Social Security
online at www.socialsecurity.gov.

If you do not have access to the
Internet, you can get information
about Social Security by calling
1-800-772-1213 (1-800-325-0778
for the deaf or hard of hearing) or by
visiting a local Social Security office.

Other useful websites
WWW.mymoney.goy

This website contains calculators
for financial planning and infor-
mation on money-related matters,
such as retirement planning and
starting a small business.

www.dol.gov/ebsa/pdf/
nearretirement.pdf

Have you determined how much
money you will need in retire-
ment? There are many tools
available to help you, such as
the Taking the Mystery Out of
Retirement Planning Workbook
available at this link.

www.sec.gov/investor/
seniors.shtml

Are you looking for information
about the investment options
available to you as you enter
retirement? The Securities and
Exchange Commission has a
wealth of information on different
investment products and topics
available at this website.

www.usa.gov/topics/
seniors.shtml

This website has a variety of
resources for seniors on topics
including retirement planning,
housing and health.

www.socialsecurity.gov

(8/08 edition)
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s What young workers should know
%l ¢ about Social Security and saving

www.socialsecurity.gov

aving for the future is important for multiple

reasons. Education, buying your own home, taking

a special vacation and even planning for your
retirement are all good reasons to start saving early.
Today’s young workers can expect to spend 20 or more
years in retirement, so it is important to begin your
financial planning as early as possible. Here are some
basic facts about Social Security and saving that can
help you prepare for the future.

Why this Statement
is important for your
financial planning

You have probably been paying
into the nation’s Social Security
and Medicare systems since you
first began working. The enclosed
Statement is a report of what you
have paid into these programs and
an estimate of how much you can
expect to eventually get in benefits.

»\f You will receive a

" Statement each year about
@ three months before your

birthday. As you read through

your Statement, you should pay

close attention to a few items.

y Check your earnings informa-
tion. This will be the basis for
determining how much you will
receive in Social Security benefit
payments.

o If you change jobs or marital
\.) status, make sure your name
and Social Security number are re-
ported correctly on your employer’s
records.

Will Social Security
still be around
when I retire?

Yes. The Social Security taxes
you now pay go into the Social
Security Trust Funds and are
used to pay benefits to current
beneficiaries. The Social Security
Board of Trustees now estimates
that based on current law, in 2041,
the Trust Funds will be depleted.
Because people are living longer
and the birth rate is low, the ratio
of workers to beneficiaries is
falling. Therefore, the taxes that
are paid by workers will not be
enough to pay the full benefit
amounts scheduled.

However, this does not mean
that Social Security benefit
payments would disappear. Even
if modifications to the program
are not made, there would still
be enough funds in 2041 from
taxes paid by workers to pay
about $780 for every $1,000 in
benefits scheduled.

Social Security:
more than retirement

Social Security reaches almost
every family, and at some point
will touch the lives of nearly all
Americans. This year, more than
50 million Americans will collect
nearly $614 billion in Social
Security benefits. Currently, nine
out of 10 individuals age 65 and
over receive benefits, and for
two-thirds of the elderly, Social
Security represents at least half
of their income.

Like most, you probably think of
Social Security as just a retirement
program. However, depending on
your circumstances, you may need
the protection of Social Security
well before retirement.

Social Security protects you
if you become disabled ...

Studies show that a 20-year-old
worker has a 3-in-10 chance of
qualifying for disability benefits
before reaching retirement age.

Social Security protects your
family in the event of death ...

More than two million children
and surviving spouses caring for
children now receive survivor
benefits from a deceased worker.

Page 2 of your Statement
contains an estimate of your
monthly disability benefit should
you become disabled and of
monthly benefits for your children
and surviving spouse caring for
children should you die.

(Over)
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Social Security is a
financial foundation

* Social Security helps replace

earnings during retirement.
Financial planners generally
agree retirees will need about
70-80 percent of preretirement
earnings to enjoy a comfortable
retirement. For an average
worker, Social Security replaces
about 40 percent of annual
preretirement earnings.

But you also should
save and invest

* Since Social Security will only

replace part of your lost earnings,
your savings and investments
play an important role in ensur-
ing adequate income for you and
your family.

So start saving today

The sooner you start, the more
time you will have to save for
retirement.

» Even setting aside a small
portion of each paycheck will
pay off in big dollars later: just
$25 a week invested at 5 percent
interest for 40 years will grow to
about $165,000.

* Any amount you can save, even
as little as $5 a week, will add
up over time.

* The easiest way to save is
through your job. Ask your em-
ployer if you can participate in a
retirement savings plan at work.
Your employer might even match
your contributions to the plan.

* If your employer does not offer a
savings plan, check with a bank or
other financial institution for ways
to save and invest on your own.

To help determine how much you
should save for retirement, go to
www.choosetosave.org and click
on the Ballpark E$timate link.

You can use the retirement benefit
information from page 2 of your
Statement when using this online
calculator.

Growth in savings when you save $25 or $50 a week

(assuming a 5% annual rate of return)

$350,000
$300,000 -
$250,000 -
$200,000 -
$150,000 -
$100,000 -
$50,000 -

$0

Amount in savings

B
10

$25 [ $50

. T I T I
20 30 40

Years spent saving

Interested in other
useful financial
information?

Visit these websites
WWW.mymoney.gov

This site contains information
on getting credit, paying for
education, buying a home,
creating a budget and starting

a small business. It also contains
calculators for your financial
planning needs.

www.federalreserve.gov

In the Personal Finance section
under Consumer Information,
you can find worksheets that will
help you establish goals, create

a budget and find tips on how to
stick to a budget.

www.sec.gov/investor/oiea_
podcasts.htm

The Securities and Exchange
Commission offers podcasts that
cover a broad range of savings
and investing topics.

www.ncua.gov/publications

At the National Credit Union
Administration site, you can
learn how to create an emergency
financial first aid kit to help

you maintain financial stability

in an emergency and serve as

a reference file for all of your
financial documents.
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www.socialsecurity.gov
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A Statement From Social Security
Prepared especially for Wanda Worker
October 2, 2006

WANDA WORKER

456 ANYWHERE AVENUE

MAINTOWN, USA 11111-1111

We are writing to explain how certain provisions of the Social Security Act may affect you. Our records show
that you have been employed in work in which you did not pay Social Security taxes, such as some federal,
state or local government work, some nonprofit organizations or foreign employment.

In the future, you may qualify for Social Security benéfits if:

* You work in a job in which you do pay Social Security taxes; or
* You become eligible as a current or former spouse, widow or widower of a worker who paid Social Security
taxes.

If you become eligible for Social Security benefits in either of these ways, and you also receive a pension based
on work that was not covered under Social Security, there are two provisions of the Social Security law you
should be aware of:

Windfall Elimination Provision (WEP) If you receive a pension from employment in which you did not pay
Social Security taxes and you also qualify for your own Social Security retirement or disability benefit, your
Social Security benefit may be reduced, but not eliminated, by WEP. The amount of the reduction, if any,
depends on your earnings and number of years in jobs in which you paid Social Security taxes, and the year
you are age 62 or become disabled. For more information, please see Windfall Elimination Provision
(Publication No. 05-10045) at www.socialsecurity.gov/WEP.

Government Pension Offset (GPO) If you receive a pension based on federal, state or local government work
in which you did not pay Social Security taxes and you qualify, now or in the future, for Social Security benefits
as a current or former spouse, widow or widower, you are likely to be affected by GPO. If GPO applies, your
Social Security benefit will be reduced by an amount equal to two-thirds of your government pension, and could
be reduced to zero. Even if your benefit is reduced to zero, you will be eligible for Medicare at age 65 on your
spouse’s record. To learn more, please see Government Pension Offset (Publication No. 05-10007) at
www.socialsecurity.gov/iGPO.

We hope this information helps you in your financial planning. If our records are incomplete, and you have
worked or are working in employment in which you pay Social Security taxes, let us know right away by calling
1-800-772-1213 (7 a.m. to 7 p.m. your local time). The WEP and GPO provisions do not affect Medicare
eligibility or coverage. You can get additional information about Social Security and access our publications by
visiting www.socialsecurity.gov or calling us toll free at 1-800-772-1213 (TTY 1-800-325-0778).

Michael J. Astrue

Commissioner

Para solicitar una Declaracion en espafiol, llame al 1-800-772-1213
www.socialsecurity.gov

Form SSA-L7005-SM-SI (10/06)
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Appendix B:

Since the Social Security Act
became law in 1935, workers
have had the right to review
their earnings records on
file at SSA to ensure that the
agency has a correct account-
ing of their lifetime earnings,
and to initiate corrections
where necessary. If an indi-
vidual wanted to view his or
her earnings record in the ear-
ly days of the program, she or
he could file a Wage Statement
Request by visiting a local field
office and filling out a post-
card-sized form. Upon receiv-
ing such a request, SSA would
mail a copy of the worker’s
earnings history to the ad-
dress that the worker listed
on the postcard. If there were
any discrepancies between
the worker’s earnings record
at SSA and the worker’s own
personal records, the worker
could initiate a corrective ac-
tion by visiting her or his lo-
cal SSA field office and taking
along with them any proofs or
additional information—such
as W-2 forms, old pay stubs,
or other documentation from
their employer—that would
help SSA to correct the wage

A Brief History of the Social Security Statement

B e ) WAGE STATEMENT REQUEST
HEALTH, EDUCATION, AND WELFARE I | ]

ACCOUNT MUMBER
SoctAL SECURITT ADMINIBTEATION,
Bureau of Old-Age and Survivors Insurance,
Baltimare £, Md. DATE OF BIRTH | |

(Month) (Day}  (rear)
Plense send me & statement of amounts recorded in my Old-Age and Survivors
Insurance Account.

Mz
Name Mr.
M. .

-—— - Prizl or
Ewﬁ
Street and number LR
Addrgs
e —ee=). Vg Tk

Bign your namo as usually written ___
(D Bot print)

WARMING! Sign your own name only. Whoever falsely represents that he is
the person whese name and account number appear above is subject o 51,000
fine or 1 year imprisonment or both.

If your name has besn changed from that shown on your account number eard,
please copy your neme below oxnctly as it appears on that card,

AL 5. GOVERNMENT PREVIING OFT KL 1 18— O=4568415

Your Social Securlty Account

If you want a statement of POST:
our Federal dd-Age and el
éurviwﬂ Insurance Account, REQUIRED

fill gut the other =ide of this
eard.

Be sure to give your name
and account number exactly
a8 they are shown on your
account number card, in order
to make sure your account is
Im:ml}l identified. If you
ave more than one account
number, give all of them.

It is not necessary for you
to pay anyone fo aid you in
seeuring  this information,
There is no charge for this
servioe.

SOCIAL SECURITY ADMINISTRATION,
CAMDLER BUILDIMG,
BALTIMORE 2, MD.

Be gure to place a stamp
on thia card ore mailing
it to ua,

time, less than 2 percent of workers paying payroll
taxes requested such a statement each year.

On August 8, 1988, SSA began providing Personal
Earnings and Benefit Estimates Statements (PEBES)
to Social Security number holders who requested

postings that were in error.

In the early 1980s, SSA began to experiment
with sending out individualized Social Security “ac-
count” statements to people who requested an es-
timate of their projected future benefits. At that
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this information. In addition to the worker’s earn-
ings history, the PEBES also provided an estimate
of the benefits the worker could expect to receive
upon reaching the early retirement age (age 62),
the full retirement age, and age 70. Six months
later, Senator Moynihan, impressed by the public’s
response to SSA’s new Statement, introduced a bill
on January 25, 1989 to make mandatory the an-
nual provision of PEBES to all individuals age 25
and older.

Later that same year, the Social Security Act was
amended by the Omnibus Budget Reconciliation Act
of 1989 to require SSA to issue such statements
automatically—without people having to request
them—to all Social Security number holders age 25
and older, who are not yet in benefit status and for
whom the agency can determine a current mailing
address.** The Omnibus Budget Reconciliation Act of
1990 subsequently required the IRS to disclose to
SSA, upon written request from the Commissioner
of Social Security, the mailing address of any tax-
payer who is entitled to receive an annual Social Se-
curity Statement.*?

Specifically, Section 10308 of PL. 101-239
(OBRA 89) amended Part A of Title XI of the Social
Security Act to require SSA to provide to any eligible
individual a “Social Security Account Statement”
containing information regarding the individual’s
wages and self-employment income; an estimate of
the aggregate of the employee and self-employment
contributions of the individual for retirement, dis-
ability, and survivor benefits and for Medicare; and
an estimate of the potential monthly retirement,
disability, survivor and auxiliary benefits payable
on the individual’s account together with a descrip-
tion of the benefits payable under the Medicare
program for individuals age 55 and over. The law
defines an eligible individual as an individual who
has a Social Security number, is 25 years of age or
older, and has employee or self-employment earn-
ings. The law also required SSA to take steps to
assure that individuals are informed of the avail-
ability of the statement; mandated SSA to furnish
statements to eligible individuals who had attained
the age of 60 and were not receiving benefits from
fiscal year 1995 through 1999, and biennially by
fiscal year 2000 to every eligible individual who was
not receiving OASDI benefits for whom a mailing

3 PL.101-239, the Omnibus Budget Reconciliation Act of 1989.
32 PL.101-508, the Omnibus Budget Reconciliation Act of 1990.

address could be found.

SSA began phasing in this new requirement in
February 1995 by mailing out one-time PEBES to
eligible individuals age 60 and older. The mailings
continued through March of 1999 to increasingly
younger groups of Social Security number holders.
By October 1, 1999, SSA had fully implemented the
change.

At about the same time, SSA redesigned the PE-
BES to make it shorter, easier to read and easier
to understand, and renamed the form the Social
Security Statement. Since October 1999, Social Se-
curity Statements have been sent to all Americans
over the age of 25 about three months before their
birthday, or by special request.®® Like the PEBES
that preceded it, the Social Security Statement pro-
vides a detailed record of each individual’s earnings
on which he or she has paid Social Security payroll
taxes during their working years. In addition, the
Statement provides projections of the benefits that
the worker and his or her family may receive, as a
result of those earnings, upon reaching the early
retirement age (age 62), the full retirement age, or
age 70, in the event of disability that makes that
individual unable to work, or to survivors and de-
pendents in the event of the worker’s death. The
Statement also informs the individual whether or
not she or he has worked long enough to be enti-
tled to Medicare and it details the amount of So-
cial Security and Medicare payroll taxes the worker
and his or her employers have paid into the system
throughout their working life.

In October 2000, SSA began mailing to individu-
als age 55 and over a special insert along with the
Social Security Statement. This special insert de-
scribes things the worker should consider when
thinking about retirement. The insert is intended
to help workers nearing retirement, and their fami-
lies, make important retirement planning decisions
before reaching retirement age, and it highlights
the various factors that workers nearing retire-
ment need to consider, such as the long-term ef-
fects of taking a reduced benefit or the impact that
remaining or re-entering the workforce would have
on their monthly benefits. A sample of this insert

33 Workers can still request a copy of their Social Security Statement
at any time by calling SSA’s toll-free telephone number or filing a
request through the agency’s Internet website. Requesting a State-
ment will stop the next automatic mailing and the requestor will
not automatically be mailed another Statement until the following
year.
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is also provided in Appendix A.

Again in 2006, SSA implemented changes to the
Statement as a result of provisions of the Social Secu-
rity Protection Act of 2004.3* The changes mandated
by Congress in thislegislation included the addition
of paragraphs describing the WEP and GPO provi-
sions of the Social Security Act. In addition, a new
one-page Statement From Social Security was sent to
those individuals with only non-covered earnings
posted to their record.®

3 PL.108-203, the Social Security Protection Act of 2004.
% Non-covered earnings are earnings from work in jobs not cov-
ered by Social Security.
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Establishment of the Social Security Advisory Board

In 1994, when Congress passed Public Law 103-
296 establishing the Social Security Administra-
tion as an independent agency, it also created an
independent, bipartisan Advisory Board to advise
the President, the Congress, and the Commissioner
of Social Security on matters related to the Social
Security and Supplemental Security Income pro-
grams. Under this legislation, appointments to
the Board are made by the President, the Speaker
of the House of Representatives, and the President
pro tempore of the Senate.

Advisory Board members are appointed to stag-
gered six year terms, made up as follows: three ap-
pointed by the President (no more than two from
the same political party); and two each (no more
than one from the same political party) by the
Speaker of the House (in consultation with the
Chairman and the Ranking Minority Member of
the Committee on Ways and Means) and by the
President pro tempore of the Senate (in consul-
tation with the Chairman and Ranking Minority
Member of the Committee on Finance). Presiden-
tial appointments are subject to Senate confirma-
tion. The President designates one member of the
Board to serve as Chairman for a four year term,
coincident with the term of the President, or until
the designation of a successor.

BOARD MEMBERS

Sylvester ). Schieber, Chairman

Sylvester J. Schieber is a private consultant on
retirement and health issues based in New Market,
Maryland. He retired from Watson Wyatt World-
wide in September 2006 where he had served as Vice
President/U.S. Director of Benefit Consulting and
Director of Research and Information. From 1981-
1983, Dr. Schieber was the Director of Research at
the Employee Benefit Research Institute. Earlier,

he worked for the Social Security Administration as
an economic analyst and as Deputy Director of the
Office of Policy Analysis. Dr. Schieber is the author
of numerous journal articles, policy analysis papers,
and several books including: Retirement Income
Opportunities in an Aging America: Coverage and
Benefit Entitlement; Social Security: Perspectives
on Preserving the System; and The Real Deal: the
History and Future of Social Security. He served on
the 1994-1996 Advisory Council on Social Security.
Dr. Schieber received his Ph.D. from the University
of Notre Dame. First term of office: January 1998
to September 2003. Current term of office: Octo-
ber 2003 to September 2009. He was appointed by
the President in September 2006 to serve as Chair-
man of the Advisory Board from October 2006 to
January 2009.

Dana K. Bilyeu

Dana K. Bilyeu is the Executive Officer of the
Public Employees’ Retirement System of Nevada.
As the Executive Officer of the $21 billion pension
trust she is responsible for all aspects of fund man-
agement including analysis of plan funding, invest-
ment oversight, operational and strategic planning,
and fiduciary and governance issues. Mrs. Bilyeu
is principally responsible for the relationship with
the System’s independent actuary and oversees the
data reconciliation process for actuarial valuations
of the System. In her capacity as the Executive Of-
ficer, Mrs. Bilyeu provides information and analysis
to the Nevada Legislature in consideration of pen-
sion policy issues affecting state and local govern-
ment. Prior to her appointment as the Executive
Officer, Mrs. Bilyeu served for eight years as the
System’s Operations Officer, overseeing all aspects
of benefit administration, including survivor, dis-
ability, and retirement benefit programs. Mrs.
Bilyeu also was responsible for cost effectiveness
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measurement for all activities of the System. She
was accountable for technology oversight as well
as policy issues related to the public safety sector
of public employment. Prior to her employment
at the System, Mrs. Bilyeu was the System’s legal
counsel, representing the System in a variety of as-
pects from benefits litigation, contracts analysis, to
Board governance. Mrs. Bilyeu is a member of the
National Association of State Retirement Admin-
istrators, the National Council on Teacher Retire-
ment, the National Conference of Public Employee
Retirement Systems, and the National Association
of Public Pension Attorneys. She also serves on the
Public Employee Advisory Board for the Interna-
tional Foundation of Employee Benefit Plans. She
received her juris doctor from California Western
School of Law and her B.A. from the University of
Arizona. Term of office: December 2006 to Sep-
tember 2010.

Dorcas R. Hardy

Dorcas R. Hardy is President of DRHardy & As-
sociates, a government relations and public policy
firm serving a diverse portfolio of clients. After
her appointment by President Ronald Reagan as
Assistant Secretary of Human Development Ser-
vices, Ms. Hardy was appointed Commissioner of
Social Security (1986 to 1989) and was appointed
by President George W. Bush to chair the Policy
Committee for the 2005 White House Conference
on Aging. Ms. Hardy has launched and hosted her
own primetime, weekly television program, “Fi-
nancing Your Future,” on Financial News Network
and UPI Broadcasting, and “The Senior American,”
an NET political program for older Americans.
She speaks and writes widely about domestic and
international retirement financing issues and en-
titlement program reforms and is the co-author of
Social Insecurity: the Crisis in America’s Social Se-
curity System and How to Plan Now for Your Own
Financial Survival, Random House, 1992. A for-
mer CEO of a rehabilitation technology firm, Ms.
Hardy promotes redesign and modernization of the
Social Security, Medicare, and disability insurance
systems. Additionally, she has chaired a Task Force
to rebuild vocational rehabilitation services for dis-
abled veterans for the Department of Veterans Af-
fairs. She received her B.A. from Connecticut Col-
lege, her M.B.A. from Pepperdine University, and
completed the Executive Program in Health Policy
and Financial Management at Harvard University.

Ms. Hardy is a Certified Senior Advisor and serves
on the Board of Directors of Wright Investors Ser-
vice Managed Funds, and First Coast Service Op-
tions of Florida. First term of office: April 2002 to
September 2004. Current term of office: October
2004 to September 2010.

Marsha Rose Katz

Marsha Rose Katz is a Project Director at the
University of Montana Rural Institute in Missou-
la, where her work has concentrated on assisting
persons with disabilities to utilize Social Security
work incentives to start their own businesses or
engage in wage employment. Since coming to the
Rural Institute in 1999, Ms. Katz has focused on
providing training and technical assistance on both
employment and SSI/SSDI to rural, frontier and
tribal communities across the country. Previously,
she worked for nearly 20 years in a disability rights
community based organization, the Association for
Community Advocacy (ACA), a local Arc in Ann Ar-
bor, Michigan. She served as both Vice President
of ACA, and Director of its Family Resource Center.
It was at ACA that Ms. Katz began her nearly 30
years of individual and systems advocacy regarding
programs administered by SSA, especially the SSI
and SSDI programs. Ms. Katz has written numer-
ous articles and created many widely distributed
user-friendly general handouts on SSI and SSDI,
the majority of which focus on the impact of work
on benefits, and utilizing work incentives. She is
the author of Don’t Look for Logic; An Advocate’s
Manual for Negotiating the SSI and SSDI Programs,
published by the Rural Institute. Her Bachelor’s
and Master’s Degrees are from the University of
Michigan. Ms. Katz’s many years of experience as
a trainer, technical advisor, and advocate have been
guided and informed by her partnership with peo-
ple with disabilities, from her husband, Bob Liston,
to the people she assisted in her work with ACA
and the Arc Michigan, her current work at the Ru-
ral Institute, and her longstanding participation in
ADAPT, the nation’s largest cross-disability, grass-
roots disability rights organization. Term of office:
November 2006 to September 2012.

Barbara B. Kennelly

Barbara B. Kennelly became President and Chief
Executive Officer of the National Committee to
Preserve Social Security and Medicare in April
2002 after a distinguished 23 year career in elected
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public office. Mrs. Kennelly served 17 years in the
United States House of Representatives represent-
ing the First District of Connecticut. During her
Congressional career, Mrs. Kennelly was the first
woman elected to serve as the Vice Chair of the
House Democratic Caucus. Mrs. Kennelly was also
the first woman to serve on the House Committee
on Intelligence and to chair one of its subcommit-
tees.
Majority Whip, and the third woman in history to
serve on the 200 year-old Ways and Means Com-
mittee. During the 105th Congress, she was the
ranking member of the Subcommittee on Social Se-
curity. Prior to her election to Congress, Mrs. Ken-
nelly was Secretary of State of Connecticut. After
serving in Congress, Mrs. Kennelly was appointed
to the position of Counselor to the Commissioner
at the Social Security Administration (SSA). As
Counselor, Mrs. Kennelly worked closely with the
Commissioner of Social Security, Kenneth S. Ap-
fel, and members of Congress to inform and edu-
cate the American people on the choices they face
to ensure the future solvency of Social Security.
She served on the Policy Committee for the 2005
White House Conference on Aging. Mrs. Kennelly
received a B.A. in Economics from Trinity College,
Washington, D.C. She earned a certificate from the
Harvard Business School on completion of the Har-
vard-Radcliffe Program in Business Administration
and a Master’s Degree in Government from Trinity
College, Hartford. Term of office: January 2006 to
September 2011.

She was the first woman to serve as Chief

Mark J. Warshawsky

Mark J. Warshawsky is Director of Retirement
Research at Watson Wyatt Worldwide, a global hu-
man capital consulting firm. He conducts and over-
sees research on employer-sponsored retirement
programs and policies. A frequent speaker to busi-
ness and professional groups, Dr. Warshawsky is a
recognized thought leader on pensions, social se-
curity, insurance and health care financing. He has
written numerous articles published in leading pro-
fessional journals, books and working papers, and
has testified before Congress on pensions, annui-
ties and other economic issues. A member of the
Social Security Advisory Board for a term through
2012, he is also on the Advisory Board of the Pen-
sion Research Council of the Wharton School.

From 2004 to 2006, Dr. Warshawsky served as
assistant secretary for economic policy at the U.S.

Treasury Department. During his tenure, he played
a key role in the development of the Administra-
tion’s pension reform proposals, particularly per-
taining to single-employer defined benefit plans,
which were ultimately included in the Pension Pro-
tection Act (“PPA”) of 2006. He was also involved
extensively in the formulation of Social Security
reform proposals, and oversaw the Department’s
comprehensive 2005 study of the terror risk insur-
ance program. In addition, Dr. Warshawsky led the
efforts to update and enhance substantially the
measures and disclosures in the Social Security and
Medicare Trustees’ Reports, as well as the setting
of the macroeconomic forecasts which underlie the
administration’s budget submissions to Congress.

Dr. Warshawsky’s research has been influential
in the 2001-2002 regulatory reform of minimum
distribution requirements for qualified retirement
plans, the increasing realization of the importance
of financial protection against outliving one’s fi-
nancial resources in retirement, and a product in-
novation to integrate the immediate life annuity
and long-term care insurance. For the latter re-
search, he won a prize from the British Institute
of Actuaries in 2001 for a professional article he
co-authored. Favorable tax treatment for this in-
tegrated product was also included in PPA due to
Dr. Warshawsky’s advocacy. Dr. Warshawsky has
also held senior-level economic research positions
at the Internal Revenue Service, the Federal Re-
serve Board in Washington, D.C. and TIAA-CREEF,
where he established the Paul A. Samuelson Prize
and organized several research conferences. A na-
tive of Chicago, he received a Ph.D. in Economics
from Harvard University and a B.A. with Highest
Distinction from Northwestern University. Term
of office: December 2006 to September 2012.

Katherine Thornton, Staff Director
Deborah Sullivan, Deputy Staff Director
Joel Feinleib

George Schuette

Beverly Sheingorn

Jean Von Ancken

David Warner
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